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Foreword

The Higher Education Finance Manual: Data Users’ Guide was developed to serve
as a companion to the Higher Education Finance Manual: Data Providers’ Guide.
It was designed specifically for those persons who wish to make use of hlgher-'
education accounting data even though they have nio formal training in the field. -
I feel that the Data Users’ Guide does an excellent job of describing, for non-
accountants, the principles of fund accounting as well as guiding them in the inter-
pretation of institutional financial reports. It describes accurately and completely
the existing state of the art of higher-education financial reporting and does so
in nontechnical language, which can be understood with a minimum of effort
by the layman in accounting. Anyone interested in higher education should be
able to better understand and use mstltutlonal ﬁnanc1al reports with the ald of
this document. ‘
~In my roles as both Chalrman of NACUBO’s Accountmg Prmc1ple< Com- -

“mittee, during the writing of College. and University . Business Administration . ..

(1974), and member of the AICPA/NACUBO/NCHEMS Jomt Accounting
-Group, I was intimately involved in the formulation of these standards for financial
reporting. I am pleased that this document, therefore, brings about a greater under-
standing of uniform financial reporting: guidelines to a wider audience. If higher

education is to prosper in the coming decade of enrollment decline and financial -

stringency, it is important that all decisionmakers in higher education have an
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understanding of the finances of colleges and universities. I strongly recommend
the Data Users’ Guide to anyone seeking such an understanding.

W. Harold Read

Vice President Emeritus for
Business and Finance

The University of Tennessee




Preface

The Higher Education Finance Manual: Data Users’ Guide is the second voluine in
the Higher Education Finance Manual (HEFM) series. The three volumes in the
series together revise and replace the original single-volume Higher Education
Finance Manual (NCHEMS Technical Report 69). Since hlgher-educatlon‘
financial- reportmg practices have been and will continue to be subject to rev1s1on,
the guidelines described in the HEFM series will also be subject to revision.
However, since accounting practices are relatively stable, those described in the-
current HEFM series are not likely to change in the near future. ‘The series is
designated to be a comprehenswe guide for providers and users of financial infor-
- mation: reported by the institutions of postsecondary educatlon The material in
the HEFM revision was developed at NCHEMS as part of the original Higher
Edycation Finance Manual project (1972-74), supported by the National Center
for Education Statistics (NCES). It was supplemented.and refined in a follow-on
project, the Higher Education Finance Manual/State-Level Technical A_ss1stanc_e
project (HEFM/SLTA), also supported by NCES which in addition provided
technical assistance to state agencies seekmg to 1mplement the HEFM guidelines.
The three volumes in the revision are the Higher Education Finance Manual:
Data Providers’ Guide, the Higher Education Finance Manual: Data Users’ Guzde, .
-and- the Higher Educatzon Finance Manual: The Source/Use Concept. The Data
Provzders Guide comprehensively describes natlonal ﬁnancml-reportmg standards,
, 1nclud1ng those prescribed for the- HEGIS reports, and mcludes the mformatlon
'-’needed to comply with those standards. It mcludes ' : o ‘




1. A complete set of definitions of expenditure categories and revenue cate-
gories endorsed by the National Center for Higher Education Management
Systems (NCHEMS), the National Association of College and University
Business Officers (NACUBO), the American Institute of Certified Public
Accountants (AICPA), and NCES

2. An activity look-up table, with specific guidance for assigning activities to

expenditure categories and subcategories, endorsed by NCHEMS and
NACUBO

. A glossary of financial accounting terms

4. A description of generally accepted accounting principles for postsecondary
education

5. Exemplary formats for financial statements

[SM)

Oriented to the nonaccountant, the Data Users’ Guide describes the kinds of
information about postsecondary education that can be derived from institutional
financial data. Included are:

1. A description of fund accounting in higher education
“ 2. A discussion of the relationzhip between accounting data and programmatic
firancial data
3. A guide to the implementation of the HEFM guidelines at the state level
4. A guide to the implementation of the HEFM guidelines at the institutional
level

The Source/Use Concept describes the principles included in presenting financial -
information in a format showing where money comes from (sources) and where it
goes (uses) Included are:

1. A general description of the source/use concept
2. Suggestions about ways to develop source/use formats for analysis and
communication
3. A description of the standard source/use matrix and its uses as asupplementary
financial statement '
Portlons of the Higher Education Finance Manual series have been reviewed
- by NCHEMS staff the task force of the HEFM/SLTA project, individuals in its
~ pilot-test states, a network representing the state-level postsecondary- -education
finance community, and a joint NCHEMS/NACUBO committee on the guldellnes
of the Joint Accounting Group. Since much of the material was drawn from the
first edition of HEFM, the HEFM Task Force has reviewed that portion of the -
document as well.
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vIntroiduction

Planners and managers 1n postsecondary education, at both the institutional and, :
- state level, often need to interpret and' use institutional financial 1nformatron :
~“Since most of this information is derived from 1nst1tutlonal accounting systems, it-s
“is usually presented in the format reconimended by generally accepted accounting
‘ 7pr1nc1ples Fund accountlng for postsecondary educatlon is complex, often pro- -
- ducing ﬁnancral statements that may eas1ly confuse legislators, board members,‘
and executive-level decisionmakers at both the state and institutional level. Even
‘many persons in analytical roles (institutional research officers, state-agency staf¥,
legislative staff) often do not fully understand what is and is not described in institu-
tional financial statements. It is toward these types of data users that thrs document ,
is' directed. : T
‘ Although financial information can be presented in a format that is more
read11y understandable (see the Higher Education Finance Manual: The Source/ Use
Concept for sucha format), it is important that nonaccountants be able to under-
'stand interpret, and use traditional financial reports. Essentially, part 1 provides'
.-anoverview. of -how to. understand- and. use - institutional - flnancral reports, It
B describes the pr1nc1ples of fund accountrng for: postsecondary educatlon in:non-
: __technrcal language and explains each of the three traditional ﬁnancral statements— .

s the Balance Sheet, the Statement of Changes in Fund Balances, and the Statement

'of Current Funds ‘Revenues, Expenditures, and Other Changes. For each financial
statement, its purpose, format, definition of terms used, and lrmrtatrons are
- d1scussed




It is: approprlate that users of ﬁnancrar .nformatlon be as mvolved in’ the

i _development of structures for ﬁnancral reportmg as are data’ prov1ders However,f s

“the deslgn of’ ﬁnanc1a1 reportmg ‘structures is (\ﬁen left 10 data prov1ders because o
v ’f-.{of the1r superlor techmcal understandmg of ﬁnanc1a1 reportmg Th1s can leadtoa L
. structure that does not adequately answer the questions of data 1 users, thus llmxtmg'{f
the ut111ty of the data. Part 2 provides for the data user, again in nontechnical’
terms, an overview of strateglc choices to conslder when implementing the HEFM
guldelmes The discussion of implementation at the state level is based largely
‘on the expériences of the pilot-test states of the HEFM/SLTA project. The- dis-
cussion of 1mp1ementat10n at the institutional level is based on written comments

by key persons at seven institutions that have 1mplemented the HEFM guldelmes :

Since the beginning of the program-budgetmg movement in the publlc sector -
in the early 1960s, there has been disagreement about the use of operational data
versus programmatic data. Operational data convey the information needed by
orgamzatlonal units to do their jobs and' communicate their accomphshments
Program data convey information about the ultimate goals of the institution and
the activities necessary to accomplish them. This. difference in focus creates de-
ferent kinds of structures for reporting information. Part 3 d1scusses the relatlonshlp |
. between the most widely used structure for operat10na1 data in hlgher educatlon,. :
(the HEFM functional expendlture categorles) and the most widely used structure :
for programmatic data in higher education (the NCHEMS Program Classlﬁcatlon .
‘Structure). The evolution of the two structures, their dlfferences in. perspectlve,
and ‘the way operat10na1 data can be: transformed into programmatlc data are.
) 'descrlbed - : R




Part

Understanding Financial Réports




Introduc‘tion to Part I

' ’One of the perennial problems encountered-inefforts to effectively communlcate L

- ﬁnanc1al data about. postsecondary education has been a lack of understand1ng by L

A.nonaccountants of the basic concepts of postsecondary-educatron ﬁ1nd account1ng o

. Few constituencies to which institutions must communicate financial data have a;

: ‘background in ﬁnanc1al matters; and since the rec1p1ents of financial data must dealjj?m -
_ w1th many other issues, they’ 11kely are unable to devote a great deal of study to fund

. account1ng Even among the const1tuenc1es with a. general understand1ng of ‘
_ﬁnance, the conventions ‘of postsecondary-educatlon fund account1ng are! 11ttle»_

appreciated. Often a particular constituent has a background in bus1ness account1ng'-_ '

- (frequently the case with many trustees and leg1slators) orin government accounting _

: '*"(frequently the case’ w1th ‘many " state- agency staff as well’ as leg1slators) But such ;
o background may be of little value, since postsecondary educatlon account1ng hasa
.- ‘number of conventions that differ from those used in bus1ness or governmental
: .f-‘,accountlng Knowledge of bus1ness or governmental conventlons can often cause . ’
more. confuslon than would a total lack of experlence in accounting.” ' . . -
‘ Part I descr1bes the bas1c pr1nc1ples of postsecondary fund ™ account1ng
Chapter l out11nes the baszc prmczples of postsecondary fund accounting for. the

nonaccountant seek1ng to understand ﬁnanc1al -accounting information. It does”:‘}*
.E_,.not provide a techn1cal descr1ptlon of generally accepted account1ng pr1nc1ples for .
‘ »_‘.{postsecondary educatlon (See the: Higher. Education' Finance Manual: Data Pro- o

"vzders Guzde, art 1, for such a techmcal d1scusslon ) The nonaccountant mayf"




" ‘.?'zalso ﬁnd the Glossary of Frnancral Data Terms (see HEFM Data Provzders '
3 (’uzde, chapter 8) helpful in understanding the pr1nc1ples of fund account1ng
e Chapters 2,3, and 4 discuss the three basic: financial statements usually in-
v cluded in 1nst1tutronal financial reports (1) the' Balance Sheet; (2) the Statement
. of Changes in Fund Balances, and (3) the Statement of Current Funds Revenues,* .
' Expendrtures, and Other Changes The three financial statements are the top -level -

basic statements that, with the notes to the financial report, are considered by the -

“accounting. profession to provide adequate disclosure of institutional financial
affairs. If an institution publrshes an annual report, these statements should be
1ncluded But for many users—trustees, legislators, top institutional admrnrstrators
~—many additional financial analyses and reports are often available. Among the
krnds of ﬁnancral analyses and reports that may be avarlable are: ‘

L

The three basic statements prepared and publlshed once a year after certifi-
cation by the institutional auditor. The basic financial statements are usually
combined in an annual report with the notes to the. ﬁnancral statements '

(which disclose the basic practices followed: by the institution in. prepar1ngfﬁ"‘

- the report) and supplementary ﬁnancral statements concerning part1cular »
- aspects of 1nst1tutlonal finances, such as debt service or aux111ary enterpr1ses

Interim (monthly or'more frequent) reports to management that give informa-.

- tion for decrsronmaktng These reports can focus on any type of 1nformatlon'.

needed and can take any kmd of appropr1ate format. An example of th1s k1nd

" of report is budget/expendlture comparlsons

. Detailed reports for lower-level" administrators (for example, department-?-~-;~
heads) These may 1nclude detalled lists of rece1pts, expendltures, encum-’

brances, and budget data.

* Since the three basic ﬁnancral statements form the common cuiz 6f’ frriancial
reporting, part 1 focuses on them. To assist users in better understandxng and more
effectively using the data from the three basic financial statements, the follow1ng '
also are described in this part:

1.

2.

A description of the basic purpose of the statement.
A description of the formaz used for each financial statement. Thrs descrrp-
tion should help users more eas1ly find the information they need. B

.Defzmtzons of data categorres typ1cally shown on each financial statement

The deﬁnrtrons in each chapter describe the data usually classified w1th1n‘:i
each category, in add1tlon to d1scuss1ng the fund-accountrng procedures thatv
affect the handling and reporting of the data in that category. .

. A discussion of the uses and lzmztazzons of each financial statement For each?,
‘statement, a set of hypothet1cal questrons are answered using 1nformatlon-; .
‘contained in the statement ‘ ;



Lo It is 1mportant to reahze that the ﬁnancral statements in the followrng chapters
ey ‘are 111ustrat1ve, not’ prescrrptrve, the deta11 of the financial data i in each report is -

~'not necessarrly essential or even useful for a11 purposes or in every settrng Many‘ :

~ institutions find it necessary to adapt the formats of the three traditional ﬁnancrall 3
' statements to fit their own needs, and many 1nclude more 1nformatron in ﬁnancral
- statements than is shown in the examples here. - ‘ S
The user of financial reports should be aware that all ﬁnancral statements’
prepared in accordance with generally accepted accounting principles are prepared
on an accrual basis. This means that revenues are reported during the fiscal period
that they are earned, and expenditures are reported during the fiscal periods whose
activities they are intended to support. (This is contrasted with cash-basis accounting,
whereby revenues are reported when received and expenditures reported when
pard out.) For revenues, this becomes 1mportant when considering revenues upon
~which the funder has placed restrictions regarding their use—that is, restricted
_revenues. A1though the cash for a purpose specified by a funder may be in hand,
' ~ the revenue is not earned until the funds are expended in a way consistent with the
restriction. For expenditures, it is 1mportant when expenditures and the activities
with which they are associated fall into different fiscal periods (for example, pre-
payment of expenses). The major exception to adhering to strict accrual accounting
in postsecondary educatron is that institutions are not requrred to account for
deprecratron



Principles of and Accounting

Background ‘

' Financial report1ng is des1gned to: prov1de varlous publlcs w1th 1nformat10n aboutr 5

. the operatlons and financial status of an: enterpr1se The account1ng profess1on i
‘v1ews this as.a disclosure of pertinent ﬁnanc1al 1nformat10n for the: purpose of -

promot1ng accountablhty by the management of an. enterpr1se_Standards for
' financial reporting are specified to ensure that the disclosure includes all ‘necessary : -

- information and that the Teports are- standardlzed enough to allow mean1ngfuls

comparisons. This pr1nc1ple of financial reporting is maintained for enterprlses
that are educatlonal, governmental, nonproﬁt, or commercial. .

- Because ‘the nature and ‘objectives of enterprises differ; dszerent pr1nc1ples‘r
'have been developed for different sectors. Although useful for providing informa- .~
- tion for plann1ng and. management purposes,. ﬁnanc1al reports may not offer the""

 kinds of information needed for : some decisions: If the statement has been prepared :
~in accordance w1th generally accepted account1ng pr1nc1ples, certain types of infor-

“~mation-will-be reported; definitions will be génerally consistent, ‘and formats will’ o

be very similar. But ﬁnanc1al 1nformatlon needed for particular dec1s1on< w1ll not: -
always be included. : ' o
The pr1nc1ples of ﬁnancral reportlng in the postsecondary-educatron sector are”;' ’

R heav1ly influenced by the: nonproﬁt nature of the enterprise, Since an 1nst1tut10n

“exists to serve a range of publlc needs (1nstruct10n, research, pubhc serv1ce) rather KR

9y



5’f than to generate proﬁts, the ﬁnancral-reportrng structure for postsecondary educa-i o
ltron focuses on needs rather than profits or other measures used in the commercial
’ f'sector Although obllged to use' their resources as efﬁcrently and eff'ectlvely as
B posslble, postsecondary-educatlon 1nst1tutrons need not show an excess of revenues
" over expendltures Although an institution wants to provide for its future operat1ng

; needs (and an accumulation of excess revenues over expenditures is an important
source of funds for future needs), it is not necessary for an institution to show
such an excess to be considered well managed. , -

- A second factor important in postsecondary-education financial reporting is
the relationship between revenues and expenditures. In the commercial sector, each
product is purchased by an identifiable consumer. However, in postsecondary
education, the products (1nstructlon, research, public service) are paid for from a
‘number of sources (governmental appropriations, tuition, private gifts), each of £
which contributes to the total cost. The persons or agencies providing the revenues
are not necessarily the same persons or agencies that directly benefit from the
services provided (for example, donors usually receive no good', or servrces in
return for their gifts). An important aspect of the relationship between revenues o
and expenditures in postsecondary education is the various types of limitations
often placed on funds received. Unlike the commercial sector, where revenues can

_be spent for any purpose the firm desires, in postsecondary education, many
" revenues are received with “‘strings attached.” That is, they may only be expended.
for a particular purpose or by a particular organizational unit. The existence of . -
o such restrictions has strongly influenced postsecondary-educatron acc0unt1ng1
; practlces—partlcularly with regard to the strong emphasis that has tradltronally
. been placed on fiduciary accounting (that is, showmg that a particular restr1ctron '
* has been met in the use of funds). ‘

These characteristics of postsecondary education—its nonproﬁt nature and the
relationship between revenues and expendrtures—have given rise to postsecondary-
education fund accounting. Fund accounting focuses on the flow of revenues:
(state appropriations, tuition) through the institution to their-use for partrcular

* purposes (instruction, research, public, service). The responsibility for many dif-
ferent kinds of funds requires an institution to keep track of the flow of funds
alosig a number of dimensions, 1nclud1ng fund group, restriction category, and_
functional expenditure category and revenue source.

» It should be noted that the d1mensrons discussed below are descr1bed in the -

3 .-'way recommended by generally accepted accountmg principles. A part1cular state
‘or institution may need to make adaptations to' these definitions o meet some -
particular local need (state law, particular issues requiring specific kinds of data).

- “Any such varlatlons need to be cons1dered when interpreting 1nd1v1dual ﬁnancral

.._Teports. '
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Fund Groups

- Institutions establish funds to keep track of individual sources of revenue and .
-the expendltures associated with those revenues. ‘This is done prxmarllv to enisure -
fiduciary responsibility to funders (that s, ensuring that their funds will be spent -
for the purposes specified) and to facilitate administrative convenience and control
by separating different kinds of financial transactions (that is, separating expendi- '
tures associated with the ongoing activities of the institution from those associated
with the purchase of capital assets). In certain instances, institutions include
revenues froimn a variety of sources in the same fund if they are subject to the same
fiduciary responsibilities and set of administrative controls. For example, public
institutions often establish a General Fund for all revenues (state appropriations,
tuition) for which they are more or less responsible to state authorities. However,
the need for fiduciary control often dictates establishing a separate fund to receive
revenues and accumulate expenditures associated with:a particular actxvxty For
example, each separate contract to perform a specific activity (such as a research
project), no matter how small, usually requires the establishment of a separate’ -
fund. Each fund is 2 self- balancing entity with all transactions either addmg
resources to or subtracting resources from an existing pool of funds.

- An individual institution may have hundreds or even thousands-of funds
designed to keep track of expenditures and revenues. As a reporting convention,
all of these funds are usually aggregated into fund groups that identify revenues and '
expenditures associated with the major types of fiduciary responsrbllmes and:
‘administrative controls. The: postsecondary -education’ financial community. has
defined six standard fund groups for accounting and financial reporting: (1) Current -
Funds, (2) Loan Funds, (3) Endowment and Similar Funds, (4) Annuity and Life -
Income Funds, (5) Plant Funds, and (6) Agency Funds. Financial reports usually
are organized to show separately the status and transactions of each fund group.

~ Each fund group has its own cotumn or page in the various financial statements.

The Current Funds group includes all resources used or available for use in
carrying out the current operatlons of the institution. These funds are used for
paying salaries to faculty and staff, buying lxbrary books, and operating power
plants, dormitories, food services, and so forth.

The Loan Funds group .(often called the Student Loan Funds group) mcludes :
those resources that have been loaned or are available for loans to students, faculty,
or Su.--;, The resources included in this fund group may come from gifts, federal -
grants, or transfers of general institutional revenues. Repayment of principal and -
interest on these loans is treated as revenue to the Loan Funds group and is avail- -
able for future ioans.

The Endowment and Similar Funds group includes resources that are mvested
with the intention of maintaining the principal intact while earnings on the invest-
ments are available for institutional use. This fund group includes (1) endowment
funds, which include resources for which the donor has stipulated that the principal

11

23



2y term:. endowment funds, which’ 1nclude resources for.- whrch the ‘donor_has

f}:'of the grft-always rema1n 1ntact thh only the earmngs avarlable for expend1ture,' L

‘st)pulated that the' pr1nc1pal remain intact with only the earnings available tobe

expended untrl a.set perxod of time has lapsed or a specific event: has occurred
when these condmons are met, ‘the pr1nc1pal may also be expended and (3) quasz-
. endowment funds, or. funds functioning as endowment, which are resources not.
stipulated by the donor to be nonexpendable, but which the institution’s governing .
board has decrded should be invested, the principal retained, and only the earnings
‘spent, the governing board can, at its discretion, decide to expend the principal.
The Annuity or Life Income Funds group includes all funds carrying a stipulation
. that the institution make payments to one or more specified beneficiaries.(often .
- the donor). If the institution is obligated to pay the beneficiary a st1pulated annual
-amount, the fund is classified as an annuity fund. If the institution agrees to pay
the beneficiary only the income earned by the invested assets or a stipulated per-’

centage of its market value, it is classrﬁed as a life-income fund. Upon the death of S

- the beneﬁcrary, or at some agreed-upon date, the pr1nc1pal of the annu1ty or life-

- income fund becomes the'property of the institution. It is then available for use at”r

‘the discretion of the institution, in accordance with the terms of the or1g1nal agree-
ment. This group of funds is sometimes included as a subgroup of the Endowment.
and Similar Funds group in institutional ﬁnancral reports. -

The Plant ‘Funds group 1ncludes all of the institution’s physrcal plant assetsas

“well as funds set aside for new construction or acquisitions, debt service on plant, 3

“and renewal and replacement of institutional propert1c: Four subgroups are com- - . g

“monly’ 1dent1ﬁed ‘within - the Plant Funds' group: (1) Unexpended Plant. Funds'
~which includes funds available for construction or acquisition of physical property, .

(2) Funds for Renewal and Replacement ‘which includes funds set asxde for renovating :

‘and i 1mprov1ng 1nst1tutronal properties (this does not include rounne maxntenance'f‘,

of 1nst1tutxonal propemes), (3) Funds for Retirement of Indebtedness, wh1ch 1ncludes S

funds set aside to pay off the debt incurred in the construction or acquxsmon of .
institutional properties; (4) Investment in Plant, which 1ncludes the amount of all
‘institutional funds invested in physical-plant assets (that s, the value of all phys1cal ,
- properties owned by the institution) and is also the fund subgroup used to report the -
“amount of outstanding debt on the physxcal plant (mortgages, liens outstandrng)

The Agency Funds group includes those resources for which the institution acts " :
as a fiscal agent but does not. 1tself own: In such cases, the institution usually pro- =

vrdes deposxtory and accountxng services to the organrzatron or person(s) to wh1ch '

- the ﬁ.lnds belong -For- example, many- 1nst1tutxons will establxsh -agency- funds for'f:-

.jstudent orgamzatrons and act_as 'a check1ng account” for those organrzanons _

Control of the funds, however, remains with the student organizations. When the

. purpose ofa partrcular financial report is to disclose the. total resources avaxlable for
,':j,_l.ISC by the 1nst1tutxon, agency funds are often excluded or srmply footnoted S ‘
“In summary, each of the preced1ng fund groups is a collectxon of 1nd1v1dual S
“?funds thh similar- character1st1cs The Current Funds' group requxres attennon S
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, 'dur1ng the annual (or b1enn1al) plannlng/budgetrng cycle The Plant Funds group
collects the physical assets of the institution. The Endowment and Similar. Funds
R group and the Annurty and Life Income Funds group are collectrons of the per- ..
' manent (nonphyslcal) assets of the institution that can be used to produce future
‘income. The Loan Funds group is maintained as a self- -renewing pool of lending
resources from which student loans can be made. Finally, the Agency Funds group
segregates those funds belonging to parties other than the institution from those

resources owned by the institution.

Restriction Categories
Within each fund and fund group, various types of limitations are placed on

resources available to the institution. Some funds may be used for only certain
specified purposes, while others may be used at the discretion of the institution.

Funders will often place lrmlts on the use of the funds they provide to an institu-

tion. These limits may be narrow (for example, paying laboratory fees for m1nor1ty ,
medlcal students) or broad (for example, paying faculty salaries). The notion of
restriction categories was designed to aid colleges in maintaining their ﬁducrary: '
responsibility to funders and to display various categories of resources in financial
reports. Each fund group (except the Annuity and Life Income Funds group) can
-and often does include both unrestricted and: restricted funds. : _
Restricted funds are those monies accepted by the institution on the condrtxon; o

that the ev be used for a specified purpose. The institution’ 's acceptance of the monies -

' 1mposes 2 legal requirement on the institution to use them for that purpose The, o

~ typical method for reporting on the use of restricted monres isto establlsh arestricted

~fund -within a fund. group and then accumulate the revenues and expend1tures
“associated with that particular purpose in that fund Monies may be restricted in- a
“number of ways. First, they may be restricted in terms of their overall goal. For in-
stance, funds may be given to the institution on the condition that they be invested
and the principal not be expended (for example, an endowment) or that certain
li‘mitations be placed on the expenditure of the principal (an annuity, life iricome,
* or term endowment). Funds may aiso be restricted such that they can only be used
- for student loans or for investments in plant. A fund group has been established for
~each of these overall goals: monies restricted i this way are said to be restricted to
‘that fund group. Fuzids not so restricted are placed in the Current Funds group. -
~-Second,” funds may be restrictéd to a particular function (instruction, research, -
~ public service) or organizational unit (College of Engineering, Psychology Depart-
“ment) or some subset of functions or organizational units. It is possible to combine.
types of restrictions. For example, a gift may be given with the stipulation that it

 be invested and its income used (restricted to the Endowment and Similar Funds

group) for an endowed chair for research’ (restricted to the research function) in-
the Economics Department (restricted to an organizational unit). '
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Unrestrzcted funds are those funds over wh1ch the 1nst1tutron has d1scret10nary

‘V.‘f,"control and ‘which may therefore be. used for- any purpose There are no outslde S

lrmrtatrons on their use. (State appropr1atrons are usually reported as anrestrrcted

;’gfunds, even though the leg1slature may attach conditions to the1r use.) Unrestr1ctedfe_'v"v:
" 'funds may be found in"most fund groups. A specral type of unrestr1cted funds isi
”deszgnated funds. These are monies whose use is constrained by the insticution’s,
governing board rather than by an outsrde funder. They are considered unvestricted -

- funds because the governing board may at any time remove the designation and
allow the monies to be used for any institutional purpose. Designated funds may
be found in most fund groups and may be designated in any of the ways that re-
‘stricted funds may be restricted (that 1s, to an overall goal, to a function, to an.

organrzatronal unit, or to a.combination of those). But the practice of des1gnat1ng o
funds is distinct from the govern1ng ‘board’s adoption of a budget. Desrgnatron al

- generally involves earmarking a parucular revenue (such as a glit) ora part1cular

asset (such as a fund balance) for a particular purpose with the expectatron that :

the designation will persist beyond the annual budget-planning cycle. Budgeting,

~on the ‘other hand, involves setting “expenditures and balancing them’ with the” =~

appropriate revenues for a single fiscal period.

Revenue Sources and Functional Expenditur_e‘Categories‘

Wrthrn the Current_ Funds group, revenues and expendltures are generally L
classified according to a standard structure. Revenues are reported by source, andj_“_‘;;_‘
_expenditures are reported by use. Generally accepted accountrng pr1nc1ples specrfyf”{

15 revenue categorles

1 Tuztzon and Fees. Includes all fees assessed against students (net of refunds) _‘

for current operating purposes. Fee remissions are reported as fee revenues’}-

are considered fees (not state appropriations). Sale of goods and services to -
students (for example, housing or food) are noz considered tuition and fees
2. Governmental Approprzatzons—Federal
- 3. Governmental Appropriations—State. SRR
4, Governmental Approprzatzons—Local These governmental appropr1atrons'_.. 0

W

and as student-aid expenditures. Fees that are reappropriated by the state - o

~ include funds made avarlable to an institution’ through the acts of a leg1slat1ve
: 'body (not 1nclud1ng grants or contracts) The source ‘of funds (federal state,'-f':'_
or local) is determined by the level of government makrng the decision that . . "

“the funds wrll be used for the puirpose for which they are ult1mate1y expended T

."For example, if the federal government st1pulates a specific use for partlcular

“funds but arranges for the funds to be adm1n1stered by the state, the funds

would be classified as federal On the other hand, if the federal governmentfl@ :




—_

distributes funds to the states for unspecified purposes (such. as general

[2)]

10.

11.

12.

13.

14.

revenue sharing) and they are later appropriated by the state to the institu-
tion, the funds should be classified as state funds.

. Governmental Grants and Contracts— Federal,
. Governmental Grarnts and Contracts—State.
. Governmental Grants and Contracts—Local. These categories include revenues

from governmental agencies that are available for specific projects or pro-
grams. Generally, a legislative body will make an appropriation to a govern-
mental agency, which, in turn, contracts with or makes grants to individual
institutions. Examples are research projects and training programs. The level
of the funder (federal, state, or local) is determined in the same fashlon as
for approgriations.

. Private Gifts, Grants, and Contracts. Includes all gifts, grants, and contracts

(for which specific services must be rendered) received from nongovern-

_mental sources.
. Endowment Income. Includes unrestricted income of the Endowment and

Similar Funds group and restricted income from the Endowment and Similar
Funds group to the extent expended for current operatzons (See the discussion
of accrual accounting in the Introduction to this part for an explanatlon.)
Sales and Services of Educational Activities. Includes revenues derived from
the sale of goods produced incidental to the conduct of instruction, research,
or public service. Examples of such revenues are film. rentals, testing-service
fees, and sale of dairy products. :
Sales and Services of Auxiliary Enterprises. Includes revenues generated by
an institution’s auxiliary enterprises. An auxiliary enterprise is an entity
that exists to furnish goods and services to students, faculty, or staff and
that charges a fee that is directly related to, although not necessarily equal
to, the cost of the service. Examples are residence halls, food services, college
unions, and intercollegiate athletics where they are operated as auxiliary
enterprises. Internal service departments that charge a fee for service but
exist to serve the institution rather than students or staff (for example,
motor pools, print shops) are nor included.

Sales and Services of Hospitals. Includes all revenues from physmlans,
services, nursing services, and other professional and patient services of a
hospital operated by the institution. Funds used for instruction or research
within the hospital are excluded.

Other Sources. Includes all revenues not otherwise categorized. Examples
are interest income from temporary investments and the sales of internal
service departments to external users (for example, the sale of computer time
to local businesses). , -

Independent Operations. Includes all revenues unrelated to or independent
of the primary missions of the institution (instruction, researck, public
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service). An example is the income of Federally Funded Research and
Development Centers. This category does not include the net profit from
operations owned as investments of the institution’s endowment funds.

15. Transfers In. Includes all funds transferred to the Current Funds group
from another fund group. Examples are expired term endowments, termi-
nated annuity agreements, and redesignated funds.

Each of these revenue categories identifies a source of revenue (local, state, or
federal governments; students; other fund groups; private funders) and/or a rype
of revenue (appropriations, grants and contracts, fees, sales, or earned income).
Within each revenue category, funds may be restricted or unrestricted. They
allow the institution to monitor important sources and types of revenue. These
revenue categories have been endorsed by the National Association of College and
University Business Officers (NACUBO), the American Institute of Certified
Public Accountants (AICPA), and the National Center for Higher Education
Management Systems (NCHEMS) as national standards for financial reporting- .
and as part of generally accepted accounting principles. For the full definitions of
these categories, see chapter 5 of the Higher Education Finance Manual: Data
Providers’ Guide.

Expenditures are generally reported by use. Use is defined in terms of the
functions (for example, instruction) of the institution. NACUBO, AICPA, and
NCHEMS endorse functional reporting as part of generally accepted accounting
principles, to further the principle of disclosure and to aid in the use of financial
accounting information for planning and management functions. A structure based
on organizational unirs would be unique to a particular institutior;, while one based
on object of expenditure (for example, salaries, travel, and equipment) does not
provide information related to the purposes of an institution (that is, instruction,
research, public service). Functions, on the other hand, provide a certain univer-
sality and are related to the ultimate purposes of an institution. The recommended
set of functional expenditure categories includes: '

1. Instruction. Includes all funds expended for credit and noncredit courses

~ for academic, vocational, and remedial purposes in regular, special, and ex-
tension sessions. Expenditures for departmental research and public service
that are not separately budgeted are also included. This category includes
subcategories -for General Academic Instruction, Vocational/Technical
Instruction, Special Session Instruction, Community Education, and
Preparatory/Remedial Instruction. '

2. Research. Includes all expenditures for activities specifically organized to
produce research outcomes. This category includes subcategories for Insti-
tutes and Research Centers and Individual and Project Research.
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3,

Public Service. Includes expenditures for activities established primarily
to provide noninstructional services beneficial to individuals outside the
institution. This category includes subcategories for Community Service,
Cooperative Extension Service, and Public Broadcasting Services.

4. Academic Support. Includes funds expended primarily to provide support

9.

10.

services for the institution’s primary missions—instruction, research, and
public service. This category includes subcategories for Libraries, Museums
and Galleries, Educational Media Services, Academic Computing Support,
Ancillary Support, Academic Administration, Academic Personnel Develop-
ment, and Course and Curriculum Development.

. Student Services. Includes funds for the Office of Admissions and Records

and those activities whose primary purpose is to contribute to the student’s
intellectual, cultural, and social developinent outside the context of the for-
mal instruction program. This category includes subcategories for Student
Services Administration, Social and Cultural Development, Counseling
and Career Guidance, Financial Aid Administration, Student Admissions,
Student Records, and Student Health Services.

. Institutional Support. Includes expenditures for those activities carried out

to provide for both the day-to-day functioning and the long-range viability
of the institution as an operating institution, exclusive of physical-plant
operations. This category includes subcategories for Executive Management,
Fiscal Operations, General Administration and Logistical Services, Adminis-
trative Computing Support, and Public Relations/Development.

. Opera:ion and Maintenance of Plant. Includes all expenditures of current

operating funds for the operation and maintenance of the physical plant, net
of amounts charged to Auxiliary Enterprises, Hospitals, and/or Independent
Operations. This category includes subcategories for Physical Plant Adminis-
tration, Building Maintenance, Custodial Services, Utilities, Landscape
and Grounds Maintenance, and Major Repairs and Renovations.

. Scholarships and Fellowships. Includes expenditures made in the form of

outright grants to students selected by the institution and financed by current
funds. This category includes subcategories for Scholarships (undergraduate
awards) and Fellowships (graduate awards).

Mandatory Transfers. Includes transfers from the Current Funds group to
other fund groups arising out of binding legal agreements related to the
financing of educational plant and/or grant agreements that require matching
funds. This category includes subcategories for Provision for Debt Service
on Educational Plant, Loan Fund Matching Grants, and Other Mandatory
Transfers.

Nonmandatory Transfers. Includes those transfers from the Current Funds

‘group to other fund groups made at the discretion of the governing board.
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11. Auxiliary Enterprises. Includes expenditures and transfers associated with
the operation of auxiliary enterprises. An auxiliary enterprise is an entity
that exists to furnish goods or services to students and that charges a fee
directly related to, though not necessarily equal to, the cost of the goods or
services. This category includes subcategories for Auxiliary Enterprises—
Student; Auxiliary Enterprises—Faculty/Staff; Intercollegiate Athletics;
and Mandatory Transfers/Auxiliary Enterprises.

12. Hospitals. Includes all expenditures and transfers associated with the patient-
care operations of a university-operated hospital. Expenditures for those
activities that take place within the hospital but are more appropriately
classified as instruction or research are excluded. This category includes
subcategories for Direct Patient Care, Health Care Supportive Services;
Administration of Hospita's, Physical Plant Operations for Hospitals, and
Mandatory Transfers/Hospitals.

13, Independent Operations. Includes expenditures and transfers of those opera-
tions independent of, or unrelated to (but that may enharice), the primary
missions of the institution. This category includes subcategories for Inde-
pendent Operations/Institutional and Independent Operations/Federally
Funded Research and Development Centers.

The definitions for revenue and expenditure categories described in this chapter
are summaries only, For the full definitions and for definitions of expenditure
categories, the reader should refer to the Higher Education Finance Manual: Data
Providers® Guide, chapter 6.




The Balance Sheet

Description

The Balance Sheet describes the institution’s financial position at a particular
point in time, usually the end of a fiscal period. The financial position of the insti-
tution, as shown in the Balance Sheet, is a ‘‘snapshot” of the institution’s resource
levels. It does not show the flow of revenues and expenditures. It shows the assets
- and liabilities of the institution and serves the same basic purpose as Balance Sheets
used in the corporate sector. Information regarding the balance between assets
and liabilities can indicate the financial strengths and weaknesses of an institution.
Because an institution of postsecondary education is required to maintain
fiduciary responsibility to many funders who have placed different kinds and levels
of requirements on the use of funds, each self-balancing fund has balance-sheet
information prepared for it. For financial reporting, these funds are aggregated
into the fund groups described in chapter 1 (Current Funds, Loan Funds, Endow-
ment and Similar Funds, Annuity and Life Income Funds, Plant Funds, and
Agency Funds) and reported on a single Balance Sheet for the institution.

Format

Two basic formats are commonly used in preparing balance sheets for post-
secondary-education institutions—the layered Balance Sheet and the columnar
Balance Sheet.
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Sample Educatioual Institution

FIGURE |

LAYERED BALANCE SHEET

June 30, 19__

Assets
Current Funds
Current Year ~ Prior Year
Unrestricted
ol § 20000 § 110000
VESIMENS oo 450,000 360,000
Accounts eceivable,lss allowance
of SIB,000both years ......eovvvanen, 206,000 175,000
Tnventoris,at lower of cost {fistin,
first-out basis)ormarket. ....v.vvvine 90,000 §0,000
Prepaid expenses and deferred charges ... 26,000 20,000
Total unrestricted v.vvvvvvivvin s 1,006,000 145,000
Restricted
Cash o, 145,000 101,000
IVESIMENtS v, 175,000 165,000
Accounts receivable, ess allowance
of $8,000 both years ..., 8,000 160,000
Unbilledcharges +.ovvvvvvivivenrniirnn, 12,000 -
- Towlrestricted. v ovoveviriirennins 460,000 426,000
Total currentfunds ovvvvvvesinnnnne, 1,466,000 1,171,000
Loan Funds
Bl v 30000 20,000
IOVESITENIS ..o, 100,000 100,000
Loans to students, faculty, and staff,
less allowance of $10,000 cyrrent ‘
yearand §9,000 prioryear .........,v0voe ., 550,000 382,000
Due fromunrestricted funds ....voooonn 3,000 —
Totalloan funds..o..voverriinvinnnn, 663,000 502,000
Endowment and Similar Funds ‘
Cal i, 100,000 101,000
INVESHENIS oo 13,900,000 11,800,000
Total endowment and similar funds ....... l4,000,000 11,901,000

with comparative figures at June 30, 19__

Liabilities and Fund Balances

e

0000 -

Current Funds |
| Current Year  Prior Year
Unrestricted
Accounts payable .. oo eviinr e § 15000 § 100,000
Accrued liabilities ....veiiiiviiniiiinnns Lo 2000 15,000
Students' deposits .v..e.vevriiniiinans 30,000 35,000
Duetoother funds . ..vvvviviiinnsirinnnnn, 158,000 120,000
Deferred credits .o ovvvvvvvvenvrinnnnns 000 20,000
Fundbalance .......ovvovvvviinnniinininnn, 643,000 455,000
Total unrestricted v...vvvvvernnnnne, 1,006,000 745,000
Restricted . | N
Accounts payable v vvvvvvevrveiieiis v - 14000 5,000
Fund Balances ...vvvvvivvnviirinininin o, 446,000 421,000
Ol oo W A
Total currentfunds ovvvveonveronnns. 1,466,000 1,171,000
Loan Funds |
Fund balances L
U.S. government grants refundable ............ 50,000 3000
University funds- o
ReSITICed oo, 483,000
Unrcsmcted ............................. 150,000
Tud loanfunds...,.,.; ............... w0 s o
Endowment and Similar Funds o
" Fund belances | - L
- Endowment v, 7800 000 , 6,740 00{1 S
 Tem cndowmem. T I 3,840,000 3 420,000 -
Quaswndowmcm-unrcstnctcd,‘..'.,, ..... e 1000000 e
Quasl-cndowmem-rcsmcted..; .......... v 1360000 - odL000
Total endowmem and slmxlarfunds e

14,000,000 -1,

B 901,0004‘-**?3
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Anouity and Life Income Funds
Anovity fund
Cathovvveiiine i § 5500 8 45000
1110101 R [T 3,060,000 3,010,000
Total annuity fonds ooy cvivvneninn M50 3,055,000
Life income funds
Ca8h oovrivinnevenn e 15,000 15,000
IOVESMIES oo vvvvineneevererernninnneens 2,045,000 1,740,000
Total ifeincome funds v ovvvvvivenes 2,060,000 1,755,000
Tota ennuity and lfe income funds . ... 5315000 4,810,000
Plant Funds
Unexpended
CBl oo 75,000 410,000
IIVESIENNS +vovvvcnvnevi v irnneerinnnnes 1,285,000 1,590,000
Due from unrestricted current funds ........... 150,000 120,000
Total wnexpended .. voovververenrnonns L1000 2,120,000
Renewals and replacements
Cah v 5,000 4,000
OVESIIENNS +ovvvvvvivineercvninieniinnie 150,000 286,000
Deposits With trustees v..vvvvvvvvivvvenons 100,000 90,000
 Due from unrestricted current funds .......... 5,000 -
Total renewals and replacements ......... 260,000 380,000
Retirement of indebtedness
ol vovvevrire e 50,000 40,000
Deposits with trustees ..o evvevovrerinrnes 250,000 253,000
Toul et ofndebeies, ... W00
Investment in plant «
Land. oo 500,000 500,000
Land improvements .. ovvvvvcovviniiivinens L0000 1,110,000
Bulldings .vovvviviviiiii, 25,000,000 - 24,060,000
Equipment ... 15,000,000 14,200,000
Lrary D00KS v v 100,000 80,000
| ‘Totalmvestmcntmplant ............... 41,600,000 39,950,000
L ‘Total plant funds ...................... 5000 4274300
Agency Funds | | - -
ol tv v vire v 50,000 70,000
IOVESLEIERS v vvvvnivvnverrevrrersiiinne 60,000 20,000
Totalagencyfunds ..................... 110,000 90,000 ¥

§ 2,300,000
735,000

3,095,000 -

. S’UM
750,000

1,735,000

4,810,000

1860000
2000

4,120,000

160000

me

ww

W

T
24000
e
AN

R

SO U

o

Annuity and Life Income Funds
Annuity funds
 Anmuities payable. o v vvvevvin v § 2,150,000
FundBalanoss vvvvevenvnevviinieniniinn 1,165,000
Totalannuity fands . veovvevvvinveinnen 3,315,000
Life income funds
Income payable +vovvvivcviiiniiniiin 5,000
Fundbalances vvoovvvvvirriviviiiniiinn, 2,055,000
Total Life income funds +.vvvvevvevrnnn 2,060,000
Total annuity and life income funds ... 5,375,000
Plant Funds
Unexpended
Accounts payable vt 10,000
" Notespayable..vovvvviiiniiiiiniiniin 100,000
Bondspayable :vevvvvvviviinviiniiinione 400,000
Fund balances
Restricted +ovvvevvvveeni 1,000,000
Unrestricted oovovvevvvvnnevrvnnniinne Lo 200,000
Total unexpended oo ovevviviviininn, 1,710,000
Renewals end replacements
Fund balances . . '
Restricted .00 TP 25,000
Unrestricted +oovvveerrvivnnnennnnninnon 235,000
Tota! renewals snd replacements ..., 260,000
Retirement of indebtedness
- Fund balances -
Restricted oo 185,000
Untestrcted 00000 SRR 115,000
 Total retirement of indebtedness. ... - 300,000
Investment in plant 1 I
Notespayable ... e 19000
~ Bondspayable \.vvoviiiiins i 2,200,000
* Mortgoges payable ... .v.voon ST 400,00
Netimvestmentiaphit . .vvvvecevvvenne__SB200000
TO SR v 500
| Totalplantfunds....‘ .................. 870000 -
AgencyFunds | R
| Dcposltshcldmcustodyforothcrs ..... v 10000
Totalagcncyfunds......‘.........“.‘....‘.‘ 3

W 90,000




The layered Balance Sheet comprises a series of mini-balance sheets, one for
each major fund group, displayed in a series of succeeding layers (see figure 1).
Each layer is a self-balancing statement of the assets, liabilities, and fund balance -
for that particular fund group, and this series of mini-balance sheets constitutes
the institutional Balance Sheet.

One of the advantages of the layered Balance Sheet, as seen in figure 1, is that
it usually is prepared with the prior year’s figure for each item displayed adjacent
to the current year’s figure. For purposes of planning anc; management, this format
provides the user with easily obtainable trend data for every item shown on the
Balance Sheet. Layered Balance Sheets can be prepared showing comparative data
for each item -for more than two years, or a comparison of a series of layered
Balance Sheets prepared for successive years can be conducted to show even longer-
term trends. The primary advantage of the layered format for the Balance Sheet is
that it tends to focus the user’s attention more directly on individual fund groups,
empbhasizes the intended and the legally restricted uses of the institution’s resources,
and enables the institution to show substantial detail about types of assets, liabilities,
and fund balances for each fund group. It is, however, sometimes difficult to get a
total institurional picture using the layered format.

The columnar Balance Sheet (see figure 2) displays in separate columns for
each fund group the same figures for the institution’s assets, liabilities, and fund
balances as are shown in the layered format in figure 1.

Since the columnar Balance Sheet displays assets, liabilities, and fund balances
across the various fund groups, it provides the user with a better total institutional
picture than the layered Balance Sheet. The columnar format allows the user to
look at a particular item (for example, cash) and see immediately where the item is
accounted for among the various fund groups. This focuses the user’s attention on
the distribution of assets and liabilities among the various fund groups in addition
to focusmg attention on the extent and the degree of the restrictions placed upon '
their use. :

One of the potential limitations of the columnar Balance Sheet is that it some-
times leads users to derive totals for the various items of assets, llabllmes, and
fund balances. Although the derivation of totals can be meaningful for certain
items when properly used and understood, improper use can lead to invalid and
misleading conclusions. For example, while users might want to derive a figure on
the columnar Balance Sheet for total cash, they should 7oz assume that this figure
shows the total cash available for any use. In fact, if this figure is to be meaningful,
the user must focus on how the cash is distributed among the various fund groups
(that is, what is its intended use) and whether the cash is restricted or unrestricted
- within each fund group (that is, can its intended use be changed). Failure to look
at these aspects of the institution’s cash position will result in an mvahd under-
standing of the information ‘shown on the Balance Sheet.




FIGURE 2

ample Educational Institution
, COLUMNAR BALANCE SHEET
June 30, 19___ -
; Current Funds Annuity Plant Funds ”“3 4
Co : Loan | Endowment and| ~and Life Renewal and|Retirement of lnvestmcnt
 (In Thousands of Dollars) Unrestricted | Restricted | Funds| Similar Funds {Income Funds{ Unexpended | Replacement) Indebtedness lnPlant

Amt! i

" Cash 200 145 3 100 1 25 5 50 o
o  Tnvestments 450 175 100 13,900 5,305 1,285 150 -
. Accounts Receivable 28 68 i
. IﬁvcnlofichPrcpaid Expenscs, etc. 118 12 ﬁ
 Notes Receivable 550 _
* Ingtitutional Plant 41,600 =
 Interfund Borrowing—Due From 3 150 5 S
" Deposits with Trustes 100 250
" Total Assets 1,006 460 68 14,000 5,375 1,710 260 300 | 4Lg00
Llnbilitien 2 SRR R
- Accounts Payable and Accrucd Liability 145 14 10

Student Deposits 0

Deferred Revenues 30 e
"~ Notes Payable 100 790
- Contracts Payable 2155 o
‘- Mortgages Payable 400
" Bonds Payable 400 o
" Interfund Borrowing—Due To 158 E
2+ Total Liabilities 363 14 2,155 510

und Balances

For Current Qperations—Unrestricted 643

For Current Operations—Restricted 446

Board Designated Funds 150 1,000 200 235 15

Restricted to Other Than Current Purposes| 533 13,000° 3,200 1,000 %5 | 185

Net Tnvestment in Institutional Plant o

Total Fund Balances 643 446 683 14,000 3,20 1,200 260 300

“ Total L1abnhues and Fund Balances 1,006 460 683 14,000 5,375 1710 60 300 0

NOTE There are many possible formats for acolumnar balancc sheet, of which this is one. The figures shown here are consistent with those in ﬂgurc 1, although thc o
catcgoncs are slightly different. :
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The columnar Balance Sheet displays fund balances differently from what is
shown on the layered Balance Sheet. The columnar Balance Sheet groups similar
fund balances as one item and distributes each type of fund balance across the
various fund groups. However, the actual fund balances for each fund group are
the same in both types of balance-sheet formats.

Definitions

The following terms are used in the Balance Sheet:
1. Assets

a.

b.

Cash. Includes the cash on hand, petty cash, and cash in the bank accounts
associated with each fund group.

Investments. Includes marketable securities, real estate, patents, copy-
rights, royalties, participations, and so forth. Investments purchased are
reported in the financial statements at cost and investments received as
gifts are reported at the fair market or appraised value at the date of gift,
unless there has been an impairment of value not considered to be tem-

~'porary. As a permissible alternative, investments, exclusive of physical

plant, may be reported in the financial statements at current market
value or fair value, provided this basis is used for all investments of all
funds. (The financial report will state which of these methods is being
used.) If the institution reports investments on the Balance Sheet at cost,
information should be included to show market value. Investments may
be categorized further in a financial report as securities, real estate, and
other investments.
® Securities—includes bonds, notes, preferred stocks, and common
stocks.
® Real Estate—includes real property in which funds are invested to
produce income (usually as part of the Endowment Fund). Such prop-
erties may be acquired by gift, purchase, or foreclosure of mortgage
notes. “
Pledges Receivable. Pledges may be reported in the Balance Sheet as a
receivable, if of material amount, and if an estimated net realizable value
for such pledges can be computed. Pledges of gifts, including uncollected
subscriptions, subscription notes, and estate notes, wiil be disclosed in
the notes to the financial report unless they are reported in the financial
statements themselves. The notes to the financial statements will disclose
the gross amounts by time periods over which the pledges are to be col-
lected and related restrictions, if any, as to use. (NOTE: The example
Balance Sheets, figures 1 and 2, do not show any pledges receivable.)




. Accounts Recetvable. Includes all amounts owed to the institution for

completed sales of goods and services. Governmental appropriations
that are subject to release by a governmental officer for institutional use
should be shown here and not under cash. Accounts receivable are shown
at face value less an allowance for doubtful accounts. )

Notes Receivable. Includes all amounts owed on promissory notes, in-
cluding student loans, from debtors. Notes receivable for loans should be
carried in the Loan Funds group at face value less allowance for doubtful
loans. Provision for doubtful loans should be charged to the equity account
of the specific loan fund.

Inventories. Merchandise for sale, including supplies and stocks in
stores. Examples of the latter are office supplies, fuel, building supplies,
and goods not yet charged as expense but carried in stock in general store-
rooms for future requisition or sale. Inventories are not charged as expehse
until used. Merchandise for sale includes such items as inventories of
student stores, university presses, and food services.

Prepaid Expenses and Deferred Charges. Includes that portion of operating
expenditures properly chargeable in a period subsequent to the date of
the Balance Sheet. '

. Institutional Plunt. The physical property owned by an institution and

used for institutional purposes, such as land, buildings, improvements
other than buildings, equipment, and library books. These subcategories

~ are broken out separately in figure 1 (the layered Balance Sheet) and

combined in figure 2 (the columnar Balance Sheet).

Interfund Borrowing Due from Other Funds. Includes the amounts of
funds loaned temporarily between fund groups (for example, unrestricted
Current Funds loaned to the Plant Fund).

Deposits with Trustees. Includes monies on deposit with trustees under
bond indentures for tae retirement of indebtedness.

. Liabilities

a.

Accounts Payable and Accrued Liabilities. Includes liabilities for goods
received and other expenses incurred for which payments have not been
made as of the date of the financial statement. Salaries and wages earned
and unpaid are included in this category in the Current Fund. Amounts
deducted from payrolls and not yet forwarded to proper agencies, such
as income taxes withheld, social security taxes, and retirement annuity .
premiums, are shown here. | o
Notes, Bonds, and Mortgages Payable. Represents liabilities for outstanding
notes, bonds, and mortgages issued or incurred by the institution.

. Deposits. Includes receipts for various purposes that an institution may

be required to repay in whole or in part. Examples are deposits for
breakage, room-rental contracts, keys,' library books, and reservations for
admission to the institution or to the residence halls.
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d. Deferred Revenues/Credits. Includes payments made to the institution in

advance of the reporting period to which they apply for services to be
rendered in a subsequent reporting period. Examples are tuition, fees,
and room rentals paid in advance of the fiscal period to which they apply.
Contracts Payable. Includes payments that the institution is required to
make on existing contracts. Specifically included is the present value,
based upon acceptable life-expectancy tables of the aggregate liability for
annuities payable in the Annuity Funds group and income payable in
the Life Income Funds group. When a gift is received in the Annuity
Funds group; the present value of the annuities payable is credited to the
liability account and the remainder to the fund balance. Periodically, an
adjustment is made between the liability and the fund balance to reflect
the recomputation of the liability based on the revised life expectancy.
Any such adjustments should be shown separately.

Interfund Borrowing Due to Other Funds. Represents the amounts of
funds loaned temporarily between fund groups (for example, unrestricted
Current Funds loaned to the Plant Fund). Except for temporary advances,
usually up to one year, the terms of borrowing and repayments should
be disclosed.

3. Fund Balances

a.

Unrestricted Current Funds Balance. The unrestricted fund balance in the
Current Fund represents the net accumulation of unrestricted Current
Funds revenues over Current Funds expenditures and transfers. This
amount is available for future operating purposes or for any other use
approved by the governing board of the institution.

Rezstricted Current Funds Balance. Represents the unexpended balances’
of funds restricted by donors or outside agencies to specific current
operating purposes. These funds originate from income or restricted
endowment funds, gifts from donors who have placed limitations on
their use, and grants from private or governmental sources specifically
for research, training, and so forth. This item on the Balance Sheet con-
sists of those restricted funds available for expenditure in future reporting
periods. :

Loan Funds Balance. Represents the balance of those funds avallable for
loans to students, faculty, and staff. The fund-balance section should

~ display separately the unrestricted and restricted portions of the Loan

Funds balance. The only unrestricted funds in the Loan Funds are those
unrestricted funds designated by the governing board to function as loan
funds. Since action of the governing board at some future date may require
that designated funds be returned to the Current Fund or transferred to
another fund group, the unrestricted fund balance should be shown
separately from the restricted fund balance.
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d Endowment ana’ Szmzlar Funds Balance Separate tund balances should '
L be 1dent1f1ed for endowment funds, term endowment funds, and quas1~'7
o _endowment funds The fund balance of quasi-endowment funds usually is
j »\_'cons1dered to: be unrestrleted in that it may be transferred between fund
- groups. However, it is possrble for the income from quasr-endowment' -
. funds to be restr1cted by function or org anlzatlonal unit, even though’ '_
the pr1nc1pal ‘may be expendable For example, an institution=may. -
receive a gift to be used to benefit the Law School. Rather than expend
the funds in one year, the governing board may decide to establish a
quasi-endowment fund with the i 1ncome to be used in the Law School.
At some later date, the governing board could then decide to expend
some of the principal of the quasi-endowment fund, but it would still
have to be spent for some purpose of the Law School. The balance of
term endowment funds cannot be transferred out of this fund group untit’
. the agreed upon time period exp1res or-a spec1f1ed event takes place. At
such a time, it may be transferred out of the Endowment and Similar
Funds group. The income of term endowment funds also may be e1ther ‘
restr1cted or unrestrlcted as to function or organlzatronal unit. ,
e. Annuity Funds Balance. A fund balance wili exist in the Annu1ty Funds :
_ group whenever there is an excess of assets over. liabilities (which must
1nclude an actuarial liability for annuities payable). All fund balances. of ‘
the Annurty Funds should be considered. restr1cted to that fund group

- until the terms of the annuity agreement are met and the resources can '
be. transferred to another fund group. R

f. sze Income Funds Balance A fund. balance will exist whenever there 1s o
an excess of ‘assets over “liabilities. All fund balances of Life Income
Funds should be cons1dered restr1cted to that fund group until the terms
of the lrfe-1ncome agreement are met and the resources can be transferred :

 to another fund group.

g.,zUnexpended Plant Funds. Fund balances of this Plant Funds subgroup
represent those unexpended resources that have been set aside for the -
purpose or construction of physical plant, in excess of any associated
liabilities. Restricted Plant Funds balances are shown separately from
those unrestricted fund balances that have been designated for plant
purposes by the governing board.

h. Funds for Renewal and Replacement 'Fund balances of this Plant Funds
subgroup represent ‘unexpended  resources held for the renewal and
replacement of phys1cal plant. The fund barance is usually subdivided
between unrestr1cted resources des1gnated by tne governing board for re-
'placement purposes : and resources restricted by funders to such purposes,
1nclud1ng fund balances arising, from agreements with outside agencies,
such as trustees undei-bond indentures and restricted gifts, g "ants, and’
governmental appropriations.




Funds for Retzrement of Indebtedness Fund balances of thrs Plant Funds
subgroup represent those resources. neld for the ret1rement of, and the
: payment of interest on, the debt. owed on thei mstrtutlon s phys1cal plant
It includes’ s1nk1ng funds establlshed under- bond 1ndentures, mortgage
amortrzatron payments accumulated but not yet due, and other resources
accumulated for interest and debt ret1rement Fund balances are usually
subdivided - between those unrestr1cted resources des1gnated by the
governing board for aebt-retlrement purposes and restricted resources..

j. Net Investment in Plant. The net investment in plant is the total of the

" institutional equity in physical-plant assets. It is, in short, the institution’s
“paid for” plant facilities. This figure is usually calculated on the basis
of the original cost of the plant.

k. For Current Operations—é Unrestricted; For Current Operations—Restricted.

These two items represent that portion of the excess of ‘assets over
liabilities in the Current Fund available for the support of the current
operations of the institution.

l. ' Board Designated Funds. Includes all unrestr1cted fund balances (other
than those in the Current Fund) and therefore represents that portion of
the institution’s fund balances des1gnated by the institution’s govern1ng

~ board for use in those fund groups.

m. Restricted to Other than Current Operatzons Includes all fund balances~
that have been restricted by the donors for purposes other than the sup-

- port of current operatrons

Statement Uses and Limitations

The value of the Balance Sheet for 1nformatron purposes is most apparent'
when the user can look at a series of Balance Sheets for successive years. Such
trend tnformatron can be more valuable than any partrcular item on the Balance :
Sheet for any one year. In most instances, the Balance Sheet will be used- along

- with other institutional financial statements. However, there are certain questxons
* that can be answered using pr1mar11y Balance Sheet data.

1 What is the extent of those 1nst1tut10nal resources avarlable only for current
operatlons in succeeding operatlng ‘periods? o

*Answer: The category For Current Funds—Restncted includes those resources
“availablein succeedrng operat1ng perrods for certain specrﬁc current rpera-

©‘tions. However, th1s does not mean that all of these resources are avarlable
in the next operat1ng perrod Restrlctrons may have been placed upon-a
portion of these resources that st1pulate that they be used over a perrod of
two or more years The category For Current Operatzons— Unrestricted also
1ncludes resources avallable for current operatrons niss, I nard Deszgnated :




- Funds in any fund. group may be avarlable, since the governmg board can
make the determination as to the use of these funds.

. What portion of the i institution’s unrestricted resources has been des1gnated‘““"‘i

by the institution’s governing board for specific purposes? For what purposes
were these resources designated?
Answer: The answer to this question can be found by looking at the fund-
balances item Board Designated Funds on the columnar Balance Sheet.
Generally, the unrestricted fund balances of all fund groups except the
Current Fund also may be considered designated funds. The specific pur-
pose for which the funds have been designated is indicated by the fund
group in which they are reported. Theoretically, all designated funds can be
redesignated by the governing board, if necessary, for use in the Current
Fund or in any other fund group. In those cases where the designation is an
investment of funds, such as a designation to Endowment and Similar
Funds, this ability to redesignate funds is true in a practical sense as well.
However, if the funds have been designated for a specific use, such as the
payment of debt in the Plant Fund, the funds will not necessarily be
available in any practical sense for redes1gnatron to another fund group.
- What is the extent of those institutional funds restricted to uses other than
current operations? For what purposes are they restricted?
Answer: The category Restricted to Other Than Current Purposes on the
columnar Balance Sheet shows these institutional resources whose uses
have been restricted by the"donors. The fund-group columis in which such
resources are reported indicate the type of overall-goal restriction placed
‘upon them. In the layered Balance Sheet, the restricted fund balance of each -

fund group represents funds that have been restricted by the donor for use -

in that fund group.

. What is the institution’s quurdrty position (that is, how easily could the~
institution liquidate its short-term assets if it became necessary to do so in
order to cover short-term liabilities)?

Answer: This question is not easy to answer in postsecondary education
because of the restrictions placed upon many of the institution’s resources.
Although certain assets might be short-term in the sense that they can be
converted to cash within a year (the usual definition of liquidity), the pro-
ceeds resulting from any such conversion may be restricted to a specific use

- and not available to meet the particular short-term liabilities that need to be
covered. Therefore although an estimate of liquidity can be found by com-
paring such typical short-term assets as cash, short-term investments, and
accounts receivable to such short -term liabilities as accounts payable and
student deposits, the restricted nature of some of those assets must be
analyzed as they relate to particular liabilities before any meaningful
measure of liquidity can be determined.
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5. What is the extent and the nature of the .institution’s long-term debt?..: i
Answer: The answer to this question can be found by looking at categories
such as Notes Payable, Contracts Payable, Mortgages Payable, and Bonds'
Payable. The nature of the various amounts of debt is shown by the partlcular -
fund group in which each portion ‘of the total is reported. However, a more .
detailed analysis of the specifics-of the institution’s borrowings is needed to
fully understand the nature and the extent of the institution’s debt. The
specifics of these borrowings usually can be found in the notes to the insti-
tution’s financial reports.

Questions also can be answered about the amount of pledges receivable and
the size of the endowment relative to current operating funds, using the Balance
Sheet. As described earlier, the Balance Sheet ordinarily is used in con]unctlon
with other institutional financial statements rather than alone, and many questions
will not be as simple and straightforward as those described above. However, the
answers to most questions, even the more complex ones, will require the same
' basic information elements described in the answers above, and :hrough experience,
_the user will begin to learn how those elements can be used to answer the tougher

questions posed in most situations.




Statement of Changes in Fund 'Balﬁanc',es

Description

- ‘The Statement of Changes in Fund Balances is 1ntended 1o show the overall ﬂow 5
- of funds into'and out of the i institution and among the institution’s fund g groups. It
, {_answers questlons about. the source-and use of funds and the’ management and ‘-
, -'preservatlon of resources. Unllke the Balance Sheet, the Statement of Changes in:
- Fund Balances descr1bes the finaneial activity of the institution over: the ent1re7:‘- '
course ofa fiscal perrod The! St tatement of Changes in Fund Balances thus d1splays -
: addltlons, deductions, and ransfers rather than assets and liabilities. = N
- Like -all postsecondary-educatlon financial statements, ‘the . Statement of
Changes in Fund Balances is based on the: 1nd1v1dual funds establlshed by the
: 1nst1tut10n to ma1nta1n ﬁduc1ary controls over its various sources of ﬁnancrng For

- reporting purposes, these funds are aggregated into the normal fund groups (Current o

Funds,: Loan Funds, Endowment and Similar ‘Funds, Annuity and Life Income
: Funds, and Plant Funds) Each fund group is usually displayed as a column(s) on .
_the 1nst1tutlonal Statement of Changes in Fund. Balances. The fund groups inter-
" nally balance in the reports Agency Funds are generally not shown on the State-

‘ment of Changes in Fund Balances '

v i :
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FIGURE 3

STATEMENT OF CHANGES IN FUND BALANCES
Year Ended June 30 19
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Format

For each fund group, and for subgroups in many cases, the Statement of ."‘
Changes in Fund Balances shows additions, deductions, transfers, net changes,
and beg1nn1ng and endlng fund balances (see ﬁgure 3) :

Definitions
The following terms are used in the Statement of Changes in Fund Balances:

1. Additions. Applies to monies added to a fund group during the. reporting
period, including additionsto the Current Fund, whether reported as revenues-
~or not. The terms addmons and revenues are d1st1nct and have quite dif- -
ferent meanings in fund account1ng The term revenues generally is applled
only to the Current Fund and includes (1) all unrestr1cted monies. received -
for the Current Fund dur1ng the reportmg period and (2) that portion’ of
restricted funds expended during the reporting period. Therefore for unre-
stricted Current Funds, additions and revenues are the same; for restricted
Current Funds, they are different. . : o
The deﬁnltlons described below -for the Addmons categor1es of the
‘ ,Statement »f Changes in Fund Balances are similar. to the deﬁnltlons g1ven_. .
in the next chapter for Current Fund revenues. While they appear-tobe. the‘_.;[‘ |
'same, the terms are dszerent when applzed to restricted funds in the Current 7';"‘Fffi:j"
Fund. : PR
~a. Tuition and Fees. Includes all tuition and fees assessed (net of refunds)"":;:"'
against students for educational purposes Charges for room,’ board and
other services rendered ‘by auxiliary enterprises are not. 1ncluded in this
category but are shown as Sales and Services of Auxrltary Enterpr1ses
b. Governmental Appropriations. Includes those funds received from or.

" made available for current operations by governmental sources through
legislative acts. It includes governmental appropriations made from tax
funds ‘and federal revenue- shar1ng funds and. does not.include institu- -
‘tional fees and other income reappropr1ated by the leg1slature to the’ P

-~ institution. Such amounts should. be deducted from . th1s category. and‘f-l I
reported in the appropriate categories. : o

c. Governmental Grams and Contracts. Includes funds rece1ved from or -
made available by government agenc1es for specrfic projects or: programs,
| 1nclud1ng student aid. Examples are research projects, training programs,
' training’ and 1nstructronal institutes, and similar activities for. which .~ -
financial support is Teceived under the terms of a governmental grant or' i

contract. - - T S
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d Prwate szts, Grants, and Contracts Includes all amounts recelved from :

_“_1nd1v1duals or. n0ngovernmental organrzatrons It also: 1ncludes those*;-‘f,p
‘. “monies resulting from the purchase of goods or. services by 1nd1v1duals i
or nongovernmental agencies from the 1nst1tut10n ona contractual basis, -
exclus1ve of those normally class1ﬁed as the sales of var10us educatlonal . S

~.0r support. departments , . - : : S
. Investment Income. Includes (1) unrestr1cted income' of Endowment and -
‘Similar Funds; (2) restricted income of Endowment and Similar Funds,:
whether or not the income is expended during the reporting period; and
(3) income from funds held in trust by others under irrevocable trusts.

This category does not include the net capital gains resulting from the

sale of investments (which would be included in Net Realized Gatns

on Sale of" Investments), nor does it 1nclude any portion of the gain on.

investments used for current operations under the total-return concept
(see chapter 8 of HEFM: Data Provzders Guide for a d1scuss1on of total
return). _
Net Realized Gains on the Sale of Investments. Includes all net add1t10ns
to particular fund groups result1ng from the sale of the assets of the fund
group for an amount greater than the carrying value of those assets (e1ther -
cost or fa1r market value). Net losses should be shown as deductrons -
. Sales and Services of Educatzonal Acthtzes Includes all funds der1ved :
- from. the sale of goods or services that are produced 1nc1dental to the con-
duct of i 1nstruct10n, research, or public service. For report1ng purposes, -
the type of service takes precedence over the form of the agreement by s
which those services are rendered Therefore the 1nc1dental revenues of

educatlonal departments would be included in this category, even if they | SR
should be performed under contract. For example, an exper1ment-' SR

station creamery may have a contract to dellver milk to a local school..
~But since the milk is produced 1nc1dentally to research act1v1t1es, this

would be sales and service. Monles derived from the sale of goods and i

services by. auxiliary enterpr1ses and hospitals would not be 1ncluded in
-~ this category. ‘ T
. Sales and Services of Auxiliary Entemrzses Includes’all monies generated
by the aux111ary operattons of the institution. An auxiliary enterprise is

-an’entity- that exists to. furn1sh goods or services to. students, faculty, or ...

; ‘staff and that charges a fee directly related to, although not’ necessartly
: equal to, the cost of" the serv1ce The general publlc may be served inci- -

' dentally by some aux111ary enterpr1ses “Auxiliary enterprises generally
- include res1dence halls, food services, 1ntercolleg1ate athlet1cs (if operated RN
as an essenttally self-support1ng operatlon), college stores and unlons, e

' and S0 forth




&
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Sales and Servzces of Hospztals Includes all funds- d1rectly attr1butable to
~»the operatlon of the hospital. It does not therefore include those funds

derived from grants, glfts, appropriations, or endowment 1nc0me re-
str1cted for hosp1tal operations. , : i
Other. Includes all other additions to fund gr0ups not 1ncluded in one of L

~ the categories descr1bed above Additions that are of material proportrons
should be itemized. This category also 1ncludes earn1ngs on the short-term -

investments. of the Current Fund.

2. Deductions. Includes all funds flowing out of any of the fund groups during
the reporting period, except those funds leav1n0 a fund group as the result
of a transfer of funds. :

a.

. Debt Service. Includes all deductrons from the Plant Fund—Retlrement ey
“of Indebtedness subgroup for the purpe::: ing the g
~ debt: on its physrcal plant, I’hy.,tcal plant oblrgatrons are generally the] e

only type of long-term debt most institutions have, alth0ugh some ‘hort-‘li_ o

term debt also might be incurred in order to meet current operat1ng,‘
-needs (This ‘category does not 1nclude transfers made from one: fund D
* group for the purposes of satlsfylng debt requirements in another group

Current Fund Expendztures Includes all expendltures from both the un-

restricted Current Fund and the restr1cted Current Fund. At more detarled S
~breakdown of this figure is shown i in the Statement’ of" Current Funds N
- Revenues, Expendrtures, and Other Changes. i o
. Loan Cancellations and Wrzte-Offs Includes those amounts deducted

from the Loan Fund to provide for uncollectrble loans.

. Expended for Plant Facilities. Includes d1sbursements made from the-;' i
Plant: Fund—Unexpended subgroup for newly acqu1red or constructed R
plant facilities, as well as d1sbursements from the Plant Fund-—Renewal-. - .,,3:"‘

and- Replacement subgrOUp for renovatrons of exrstrng plant

—these would be 1ncluded in the Transfers section.) :

Other. Includes all other deductions from fund groups not 1ncluded in
one of the categories described above. Any deductions that are mater1a}l
should be itemized. Examples include the disposal of physical facilities
(a deduction from the Investment in Plant subgroup) and adm1n1strat1ve o

~ and collection costs in the Loan Fund.

+ 3. Transfers-Includes-all flows of funds among the various fund groups dur1ng- e
- the reporting period. Transfers are self-balancing across the columns ofthe +
Statement of Changes in Fund Balances. In other words, every transfer‘ '
results in an equal addition (shown as a positive ﬁgure in the receiving fund-. ..
group column) and deductron (shown as a negative figure in parentheses in
the donor fund-group. column). The net result always will be zero. '




Mandatory Transfers Includes all transfers made to fulfill a blndmg ST
‘legal obhgatron of. the 1nst1tutron v e _ .
‘ o-zDebt Servrce—lncludes all mandatory prOvllenS made to sat1sfy debt'"

‘‘‘‘‘

" for the renovation of institutiona} plant.

,“° Loan Fund Matchlng Grant—includes all mandatory transfers of i 1nst1- :

tutional funds to the Loan Fund as required in order to match outslde
gifts or grants, usually from the U.S. government, for loan purposes.
o Other ‘Mandatory Transfers—includes all mandatory transfers not
- included in one of the above categories.. Other mandatory transfers
that are material should be itemized. :

. Nonmandatory Transfers. Includes all transfers made from one fund. )

group tv another at the discretion of the institution’s governing board.

o D\strrbutron of Capltal Gains—includes . that portron of the cap1tal ’

‘gains on the institution’s investments used by the institution, usually
for current operat1ng purposes Such distributions are in accordance
with the total- return concept. A more detailed cuscusston ‘of this con-
cept is 1ncluded in HEFM: Data Providers’ Guide, chapter 8.

° Desrgnatron of Unrestricted Funds—includes those unrestr1cted funds :
designated (and therefore - transferred) for a specific purpose 1n :
‘another fund group by the institution’s govermng board Althoughj'

" such des1gnat10ns usually 1nvolve unrestricted funds of the Current.. o
- Fund, a redes1gnatxon of funds prev1ously des1gnated for a drfferent £

purpose may" be made and the subsequent transfer recorded 1n th1s *
category. ' ‘ '

- @ Other Nonmandatory Transfers—lncludes all nonmandatory trans t'ers L
not included in ene’of the above. categorres Other nonmandatory s '

transfers will often be 1temlzed when of material 1mportance

4. Summarjy Data “The final section of ‘the Statement of. Changes in Fund_
‘Balances summar'zes the results of all of the flows into, out of, and among '_
the various fund groups for each fund group These ﬁgures can be related
directly to those shown for each fund group in the Balance Sheet

a.

“Net Increase/(Decrease) for the Year Includes the net 1ncrease (shown asa _
- positive- figure) or decrease (shown asa negatrve figurein parentheses) of e

- the fund Lalance for each fund group. The figure shown in this categoryis-
determlned for each fund group by adding the figures for Total Addmons.' :
and’ Transfers Into and subtract1ng the- ﬁgures for Total Deductzons and; e
Transfers Out Of.. , : o
."'Fund Balance—Begmmng of Year. The total of the fund balance przor to:
any of the additions, deductlons, and transfers descr1bed in the statement, :
for ghat fund group L ' '




c Fund Balance—End of Year The total for the fund balance after all of the
addrtrons, deductlons, and transfers descrlbed in “the statement. It is’
determined by adding (or subtractlng) the Ne Increase/(Decrease) for the
‘ Year and Fund BaIance—Begmnmg of Year

Statement Uses and Limitations

The Statement of Changes in Fund Balances portrays the flow of funds for
the entire institution, and it should be used whenever data requ1r1ng an institutional
focus are needed. The uses and limitations of the Statement of Changes in Fund -
Balances are illustrated below by questions and answers.

1. What are the sources of funds that are avallable to support current operatlons> e
Answer: The answer to this question can be found by looking at those sources:
11temlzed (1n rows) in the Additions SCC[‘lOIl of the Statement of Changes in. -
"'Fund Balances. When using the: Statement of Changes in Fund Balances, L
the reader should understand the difference between additions. and revenues.. .
The two terms are 1dent1cal when referring to unrestricted funds. However, B
when used in reference to restricted funds, revenues means only those funds =
- expended in accordance ‘with ‘their- restrictions. Additions includes. all |
| ' restr1cted monies received dur1ng the reporting perlod (whether expended, o
or. not) Those monies received and avallable for current operatmg purposes .. i
' are shown'in the two columns, Current Funds— Unrestrzcted and Currem ;
- Funds—Restricted. In " figure 3, $7, 540,000 of unrestricted funds were
received, while $1, 094 000 were rece1ved subject to the current operations ;. -
restriction. ' N i ‘

2. What funds were received durrng the reportlng perlod spec1fically f0r (1) the Cw
support of student, faculty, and staff loans; (2) the construction of institu-
tional plant; and (3) addrtlons to the institution’s endowment fund? ‘

- Answer: The respective answers to each of these questions can be found by
looking at the Additions section in the (1) Loan Funds column, (2) Plant
Funds— Unexpended column, and (3) Endowment and Similar Funds column. . -
In figure 3, the answers are (1) $141, 000 (2) $230,000, and (3) $1,679,000. . .

. The amounts shown. represent funds restricted by the donor to those re- "
spective fund groups. Once again, these amounts were received during the * -

- Iepe .Tting perlod but they were not necessarily expended in that perlod Al -
“unrestricted additions (even: if they are later designated for use in one of .
these three. fund groups) are shown in the Addmons section in the column =

 Current Funds—Unrestrzcted e

3. How much money was expended during the reportlng period for current
operating purposes? . ’
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Answer Inthe Dedurtzons section, the two row 1tems for Current Fund Expend- o
‘ztures in the Current Funds columns pr0v1de the answer to th1s question.
The deductlon shown ‘in the column Current Funds— Unrestricted is the
amount of unrestricted monies used for current operations (in ﬁgure 3, the
amount is $6,230,000) and the deduction shown in the Current Funds—.
Restricted column is the amount of restricted funds used for current purposes
(in figure 3, the amount is $1,014,000). (Note that these amounts do not *
include transfers out of the Current Fund.)

. How much was expended during the reporting period for the construction
of plant facilities? :
Answer: The amount expended from. che Plant Funds for new facilities is
the deduction Expended for Plant Facilities in the column Plant Funds—
Unexpended (in figure 3, the amount is $1,200,000). The value of this new

institutional plant will be shown as the item Additions to Plant Facilities in
the column Plant Funds—Investment in Plant. It should be noted that while
major additions to the institution’s investment in plant usually are ma“de :
from the Unexpended Plant Fund, Current Funds expenditures also may
result in increases in plant investment.

. What other kinds of transactions that resulted in the use of 1nst1tut10nal
funds occurred during the reporting period?

Answer: Several other items are shown in the Deductions section that result in

a use of funds within one of the fund groups. In most cases, such deductions . -

are characteristic of the fund group itself (for example, the deduction debt

~ service in the Plant Funds—Retirement of Indebtedness subgroup) (Ir sllould B

be emphas1zed that the total deductions for a particular fund group seldom
will be equal to the total additions to that same fund group.) Transfers also
must be taken into account before a net change (either y0s1t1ve or negatlve\
can be determined for any fund group. ,
. What is the extent and nature of the flow of funds among the institution’s
various fund groups?
Answer: The section Transfers describes the net movement of funds between
the institution’s fund groups. A transfer is shown as a positive amount in
the recipient fund group’s column (a flow of funds out of the fund group).
. What, for each fund group, is the net result of the flow of funds i 1nto, out of,
and among_fund groups? .. - S
Answer: The row item Net Increase/(Decrease) for the Year answers th1s ‘
question for each fund group. It represents the net result of all additions, -

k. deductlons, and transfers within each fund group. (A net addmon to the

fund group is shown as a positive figure and a net deduction as a negative

~ ‘ﬁgure in parentheses ) /A summary of the effect of this net increase or decrease

_on each group’s fund balance is shown in ‘the two row items, Fund Balance-—'
Begznnzng of Year and Fund Balance—End of Year. F




i prov1des the same basic krnd of information that appears in’ ‘the’ Statement o

Statement of Current Funds Revenues, B
Expendltures, and Other Changes

| Description

- The Statement of Current Funds Revenues, Expendttures, and Other Changes

fChanges in Fund Balances but in cons1derably more detail and only for the Current
,Funds group Bas1cally, ‘this statement focuses on the ﬁnancral act1v1ty of the
" Current Fund by describing the flow of resources into and out of this fund | group.
. The additional detail provided for the Current Funds group by’ the Statement of
" Current Funds Revenues, Expendttures, and Other Changes is normally 1ncluded L
-~ ine ﬁnancral reports because of the- importance of the Current Fund. This. fund
' »group ‘usually includes the bulk of institutions’ financial activity (although 1n__[_:'n o

. many institutions, other fund groups may contain more resources). The Current = -

Fund is also the focus for the institution’s day- to-day activities and (w1th the Plant:
o Fund) is the major concern of public funders. For these reasons, addltlonal detatl;‘,,;,;;,,,]_:;"_;:;
~ for:the Current Fund has typically been included as a. recommended ﬁnancral"
statement by generally accepted account1ng pr1nc1ples Although it is: poss1ble to

'prov1de this. kind of detail for other: fund groups (and many institutions do so with'

X supplementary financial statements), only the Current Fund statement is typ1callyf'[“i,
, '1ncluded as one of the basic ﬁnancral statements ' : ST
"It "should: be_ noted that: whlle the. Statement of Current Funds Revenues,'
'f‘"'-_f'Expendltures, and Other: Changes provides the same basic kind of 1nformatlon3§-'

© (albeit i in more detail) as the Statement of Changes in Fund Balances, there are




' Sample Educational Institution
FIGURE 4
STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES, AND OTHER CHANGES

Year Ended June 30, 19_____

Current Year Prior
Unrestricted  Kestricted Total Year Total
Revenues
TuitionandFees ..........ccooiiiiiiininine. $2,600,000 $2,600,000 $2,300,000
Governmental Appropriations—Federal ............. 500,000 500,000 500,000
Governmental Appropriations—State ............... 700,000 700,000 700,000
Governmental Appropriations—Local ............... 100,000 100,000 100,000
Governmental Grants and Contracts—Federal ........ 20,000 $ 375,000 395,000 350,000
Governmental Grants and Contracts—State .......... 10,000 25,000 35,000 200,000
Governmental Grants and Contracts—Local .......... 4,000 25,000 30,000 45,000
Private Gifts, Grants, and Contracts ................ 840,000 380,000 1,230,000 1,190,000
Endowment INCOME . ...oevvnnenrerennrennnnnnnns 325,000 209,000 534,000 -« 500,000
Sales and Services of Educational Activities........... 190,000 190,000 195,000
Sales and Services of Auxiliary Enterprises ........... 2,200,000 2,200,000 2,100,000
Other Sources (ifany) ...........ooooiiiiiiiiiat, 40,000 40,000
Total Current Revenues. ................. 7,540,000 1,014,000 8,554,000 8,180,000
Expenditures and Mandatory Transfers g
Educational and General .
InStructicn ... vt iiie e iene e eaes 2,960,000 489,000 3,449,000 3,300,000
Research.........cciiiiiiiiiiiiiiiiiiiinenns 100,000 4C2,000 500,000 650,00
PublicService ...ovvviiiiiini ittt 130,000 25,000 155,000 175,000
Acadernic Support ... .. ool 250,000 250,000 225,000
Student Services. .........oiiiiiiiiiii it 200,000 200,000 195,000 ’
Institutional Support .. ......... .ol 450,000 450,500 445,000
Operation and Maintenanceof Plant .............. 220,000 220,000 200,000
Scholarships and Fellowships .............. e 90,000 100,000 190,000 180,000
Educational anc¢' General Expenditures ......... 4,400,000 1,014,000 5,414,G00 5,370,000
Mandatory Transfers for:
Provision for Debt on Educationai Plant .......... 190,000 190,000 130,000
Loan Fund MatchingGrants ................... .. 2,000 2,000. ..
~ Total Educational and General ............ 4,592,000 1,014,000 5,606,000 5,500,000
Auxiliary Enterprises - :
Expenditures . .. e et 1,830,000 1,830,000 1,730,000
" Mandatory Transfers/Auxiliary Enterprises......... 320,000 ) 320,000 320,000
' Total Auxiliary Enterprises ......\........... 2,150,000 2,150,000 - 2,050,000

Total Expcndxtures and Mandatory Transfers 6,742,000 1,014,000 7,756,000 7,550,000

Other Transfers and Addmonsl(Deductlons)

Excess of Restricted Receipts . :
" over Transfersto Revenues . ..................... 45,000 45,000 40,000

_ Refunded t0 Grantors . .. ...oiiveeivernneeenneen.. (20,000) (20,000)
Unrestricted Gifts Allocated to Other Funds .......... (650,000) (650,000) (510,000)
. Portion of Quasi-Endowment Gains Appropnated ..... 40,000 -40,000
Net Increase in Fund Balances ................ 188,000 25,000 213,000 160,000

o I’here are several possxble formats for a Statement of Current. Funds Revenues, Expenditures, and Other. Changes.
Another format is shown in section 5:7 of Administrative Service (Washington, D.C.: NACUBO, 1974), pp. 6-7. Although -
the formats vary, the amounts shown in this illustration are identical to those in the Administrative Service.
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distinctions. The most important of these is that while the Statement of Changes = .

in Fund Balances deals with additions and deductions, the Statement of Current
Funds Revenues, Expenditures, and Other Changes reports revenues and expend-
itures. While this distinction may seem like mere semantics, the principles of
postsecondary-education fund accounting make it an important one.

The difference between additions and revenues occurs in the restricted-fund
area. When restricted monies are received (that is, the cash is in hand) by the
institutions, they are reported as additions to the fund balance in the appropriate
fund group. Under the pr1nc1ples of accrual accounting, however, revenues are
not reported until they are earned (that is, until the money is spent for the
specified purpose). This distinction can lead to-a lag of revenue reporting behind
addition reporting. If the delay occurs over the boundary of a fiscal period, the
figures for revenues and additions will differ. This distinction does not occur in
the unrestricted funds, since they are available for use (that is, they are reported as
revenue) as soon as they are added to fund balances. The remainder of the infor-
mation reported in the Statement of Current Funds Revenues, Expenditures, and
Other Changes is equivalent to that of the Statement of Changes in Fund Balances,
although in more detail.

. Format

The Statement of Current Funds Revenues, Expenditures, and Otner Changes
shows revenues by source and restriction categories and expenditures by use and
restriction categories. Although the example Statement of Current Funds Revenues,
Expenditures, and Other Changes displayed in figure 4 uses only two restriction
categories (unrestrlctcd and restricted), institutions may further subdivide the
unrestricted coiumn into undesignated and designated funds. The revenue and
expenditure categories used in figure 4 are the standard HEFM revenue and
expenditure categories and are recommended by generally accepted accounting
principles. The other transfers and additions/(deductions) are generally specific
- to_the institution, and therefore the categories used in figure 4 are illustrative
only. Many institutions will support the Statement of Current Funds Revenues,

- Expenditures, and Other Changes with more detail and schedules than shown in
figure 4, by breaking out additional sources of revenue (such as out- -of-state tuition
and fees) or by showing expenditures by subfunction (for example, libraries),
organizational unit (for example, College ot Arts and Sciences), or object of expend-
iture (for example, faculty salaries). This additional detail does not, however, "
change the basic format or principles of the Statement of Current Funds Revenues,
Expendltures, and Other Changes.
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Definitions.

The following terms are used in the Statement of Current Funds Revenues,
Expenditures, and Other Changes:

1. Revenues. For definitions of these revenue categories, see chapter 1. For
technical definitions, see the Higher Education Finance Manual: Data
Providers’ Guide, chapter 5.

Tuition and Fees

Governmental Appropriations—Federal

Governmental Appropriations—State

Governmental Appropriations—Local

Governmental Grants and Contracts—Federal

Governmental Grants and Contracts—State

Governmental Grants and Contracts—Local

Private Gifts, Grants, and Contracts

Endowment Income

Sales and Services of Educational Activities

Sales and Services of Auxiliary Enterprises
1. Sales and Services of Hospitals
m. Other Sources
n. Independent Operations

2. Expenditures and Mandatory Transfers. Definitions of these expenditure
categories may be found in chapter 1. Technical definitions may be found
in the Higher Education Finance Manual: Data Providers’ Guide, chapter 6
o Educational and General

a. Instruction
b. Research
c. Public Service

d. Academic Support

e. Student Services

f.

g

h

M EmMme A o

p ]
.
.

. Institutional Support
. Operation and Maintenance.of Plant
. Scholarships and Fellowships
i. Mandatory Transfers
® Auxiliary Enterprises
° Hospitals
® Independent Operations
3. Other Transfers and Additions (Deductions). Any financial activity of a fund
group that does not fit one of the above categoriés For example, excess of
restricted receipts over transfers to revenues, nonmandatory transfers, and
refunds to grantors are included.
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~_Statement Uses and Limitations

The Statement of Current Funds Revenues, Expenditures, and Other Changes
enables data users to see the sources of operating revenue for the institution and
the purposes or functions for which that revenue is spent. The following questions
illustrate the kinds of uses of the Statement of Current Funds Revenues, Expendi-
tures, and Other Changes.

1. What was the amount of Unrestricted Current Funds earned from tuition
and fees during the reporting period?

Answer: Tuition and fees are almost always Unrestricted Current Funds
revenues, the only exception being certain restricted student fees. Total
Tuition and Fees earned for this period were $2,600,000, as shown in figure 4.

2. What was the amount of restricted federal grants and contracts received

during the reporting period?
Answer: It is impossible to answer this question using the Statement of
Current Funds Revenues, Expenditures, and Other Changes. The amount
of restricted funds received can be found only on the Statement of Changes
in Fund Balances. The figure shown in figure 4 for Governmental Grants
and Contracts—Federal ($375,000) represents those restricted federal grant
and contract monies that were expended from the sum total of such monies
received in all reporting periods. _

3. How much of Unrestricted Current Funds were expended for instruction
during the reporting period? How much for scholarships and fellowships?
Answer: Expenditures are typically categorized in a set of functional cate-
gories. The categories shown in figure 4 are the functional categories that are
widely accepted in higher education for the classification of expenditure data.
These categories can be broken down into a set of subcategories if further
detail is needed. In this example, expenditures for Instruction were $2,960,000,
while expenditures for Scholarships and Fellowships totaled $90,000.

4. How much was transferred out of the Current Fund to fulfill binding legal
requirements for matching grants in the Loan Fund? ‘
Answer: When users want to know about transfers made to fulfill binding
legal requirements, they should.look to the section describing. mandatory . .
transfers. In this case the mandatory transfer made for matching grants in
the Loan Fund totaled $2,000.

5. What does the item Excess of Restricted Receipts Over Transfers to Revenues
in figure 4 te!l the user? , .
Answer: This item is part of the section of the statement used to summarize
nonmandatory transfers of the Current Fund and changes in the fund balance
of the Current Fund. The category Excess of Restricted Receipts over Transfers
to Revenues tells the user how much of an excess of restricted funds was
received during the period over what was expended during the period. This
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excess of receipts over expenditures results in an addition to the restricted
fund balance of the Current Fund. In this example, the addition resulting
from an excess of restricted receipts over expenditures is $45,000 while the
Net Increase in the total Current Fund balance is $213,000. The net increase

(or decrease) is calculated as a total of Revenues plus Transfers In minus
Expenditures and Transfers Out.

<
&

44




Part II

Implementation of the HEFM Guidelines




Introduction to Part II

This part provides the data user with an overview of the strategic choices that
must be made in implementing the HEFM guidelines. Chapter 5 describes what
‘must be considered in carrying out such a process from the perspective of a state-

level agency. Chapter 6 discusses the implementation of the HEFM guidelines' |
within an institution. ' '




Implementation at *he State Level

Background

The Higher Education Finance Manual (HEFM) series describes guidelines for
financial reporting in postsecondary education. Among them are (1) guidelines for
revenue and expenditure categories, fund structure, basis of accounting, and formats |

 for standard financial statements and (2) definitions of financial-accounting terms.

__Although the HEFM guidelines are comprehensive, their use still requires of state
“agencies or institutions a formidable amount of interpretation. ’

This chapter outlines some of the strategies that a state agency may w1sh to
consider when implementing the HEFM guidelines in a statewide financial-
reporting system. It does not prescribe the right way, since each agency has its
own special responsibilities and powers affecting the form of the financial-reporting
structure. Rather, this chapter offers a partial agenda of issues to be addressed as~
thie guidelines are implemented. Depending on their particular circumstances, the
state agency and institutions can and should work out a detailed implementation
process.

While the strategic cons1derat10ns and exemplary processes outlined here will
not always be appropriate for every state in every circumstance, they have been
distilled from the experiences of a number of states that have 1mplemented or are
; currentlv 1mplement1ng the HEFM guidelines. Therefore states seeking to imple-
. ment the HEFM guidelines or to refine or modify existing HEFM—based systems -
- can expect to benefit from cons1derat10n of these issues.




‘Reporting Structure versus Accounting System- -

A fundamental strategy consideration when one begins to think about imple-
menting the HEFM guidelines at the state level is whether the state agency wishes
to incorporate those guidelines as part of a reporting structure or an accounting
system. A reporting structure strategy specifies a set of conventions for reporting
institutional financial data to the state. An accounting system strategy, on the other
hand, specifies the internal accounting practices to be used by the institutions,
making the full range of accounting information available to the state agency in a
standardized fashion. Both strategies are legitimate ways of implementing the
HEFM guidelines. It should be noted, however, that this is not strictly an
either/or choice, since many intermediate strategies can be pursued.

Both of these stzategies have advantages and drawbacks. The accounting system
strategy can produce financial data that are more uniform among institutions, since
the internal accounting practices of the institutions are controlled at the state level
' Therefore an accounting system may be useful for the fiscal-control function
~ exercised by many statewide governing boards. Institutional accounting systems
can be linked to or included in an overall state-government accounting system. The
accounting system strategy also offers a state agency greater analytical potential.
The agency will have access to all the financial data of the institutions and can
conduct any analysis without having to ask the institutions to reformat their data.
This may be particularly valuable, for example, when the state agency must
respond to ad hoc requests for financial analysis from the legislature.

On the other hand, an accounting system strategy may produce an inflexible
structure that meets poorly the institutions’ own needs for financial information.
The additional information available to the state agency allows, and may even
encourage, state-level intervention in issues more appropriately and}e_ffe_ctiye‘iym
dealt with at the institutional level. Moreover, the great volume of data generated
by the accounting approach may encourage the state agency to use accounting
data for all its financial-information needs, when in fact, financial information
other than accounting data may be more useful for some of the agency’s planning
activities. For example, institutional accounting information has limited utility in
addressing questions of student access and financial aid. Further, an accounting
system generates and requires a great mass of detailed data. Many state agencies
have no need for that amount of data and may indeed be overwhelmed by the
volume of data generated. Finally, the implementation of a complete accounting
system for a state system of postsecondary education is a major undertaking and
requires a significant commitment cf resources by the state agency and the in-
stitutions. It is questionable whether the accounting system will be effectively
standardized in the absence of such a commitment of resources. Thus many of the
advantages of this approach may be lost. ‘
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~A-reporting structure strategy is capable of producing much of the institutional -~ -

financial data generated by the accounting system strategy, but typically it provides
only for the reporting of particular kinds of data in a particular format. Compared
to an accounting system, a reporting structure generally is less detailed, less costly
to develop, and less divisive politically. A state agency can design a reporting
structure that extracts only those institutional financial data needed to serve its
purposes. The only requirement imposed on the institution by the state is the
generation and reporting of financial data in the state reporting format. Thus the
institutions are spared the burden of reporting individual transactions and given
the flexibility to design an accounting system that meets the internal needs of the
institution for financial control and management information.

On the other hand, a reporting structure strategy locks a state agency into
receiving and using predetermined financizl data. Since not all potential needs for
financial data can be anticipated when designing the format of a reporting structlire,
it may be necessary to generate special financial information to respond to these
needs. If such a practice becomes commonplace, a heavy burden can be placed on
the institutions and state agencies, and many decisions will be made with less
reliable ad hoc financial data. A second drawback of a reporting structure is that
all other things being equal, it cannot produce financial data of the accuracy and
consistency of the data generated by an accounting system. Different institutions
will always have different ways of doing things. While diversity should not be
considered a disadvantage in itself, it will impair to some degree the uniformity of
financial data from different institutions. Since even a detailed set of reporting
guidelines will be less exact than an accounting system that emphasizes fiduciary
controls, uniformity problems tend to be greater with a reportmg structure than
with an accounting system.

Although these strategies have been presented as polar opposites, many inter-

mediate approaches can be taken. At the accounting-system er:d of the spectrum,a

state agency may: (1) specify each individual cost center; (2) df,VCIOp an accounting
system with structured cost-center codes but with mstltutlonal flexibility regarding
the definition of cost centers; (3) specify institutional accounting structures but re-
quire the reporting of only selected financial data to the state agency; or (4) develop
more general guidelines about institutional accounting systems. Using a reporting
structure strategy, an agency may develop an extensive set of detailed state-specific
guidelines (which may specify a particular activity look-up table) or may adopt
one of the sets of definitions in a nationally recognized structure (for example,
HEFM). The state agencies, in conjunction with the institutions, will have to weigh
‘the advantages and disadvantages of each of these approaches in light of local cir-
cumstances. It should be noted that most state agencies have adopted a reporting
structure strategy, although some state-level governing boards have developed a
centralized accounting system. '




- Adaptations of the HEFM Guidelines

The guidelines in the NCHEMS Higher Education Finance Manual have gained
much credibility because of their close relationship to those in the publications of
two other organizations—Audits of Colleges and Universities (as revised in 1974),
published by the American Institute of Certified Public Accountants (AICPA),
and College and University Business Administration (1974), published by the
National Association of College and University Business Officers (NACUBO).
The three documents were developed at about the same time in the early 1970s,
and NCHEMS, AICPA, and NACUBO made a concerted effort to coordinate the
development process. The Joint Accounting Group, a committee comprising
representatives of the three organizations, was charged with assuring that all three
documents were compatible and based on uniform definitions of transactional
accounting data. As a result, the three documents describe a common set of
guidelines for different audiences—the Audit Guide is oriented to auditors, the
CUBA-74 manual to institutional business officers, and HEFM to planners and
managers in postsecondary education. In 1978, a joint NCHEMS/NACUBO
committee refined and expanded the guictiines for expenditure categories. The
refined expenditure categories are included in HEFM: Data Providers’ Guide and
in supplement 5:2:1 of the Administrative Service (Washington, D.C.: NACUBO
1978).

Although the HEFM guidelines were designed to be consistent with generally
accepted accounting principles, it is important for state agencies to examine how
well a particular guideline meets state and institutional needs for financial data
and to consider possible adaptations of the guidelines. Thus the state guidelines
will better address special legal, administrative, and analytical requirements.

" A number of the more common adaptations of the HEFM guidelines are discussed
below:

e HEFM recommends that the modified accrual method of accounting be
used (modified to the extent that depreciation concepts are not used). See
part 1 of this document for a discussion-of cash and accrual accounting.
Many states and their public institutions must modify this guideline, since

state laws or regulations mandating the cash basis of accounting are relatively
common. Institutions are particularly affected by these laws when they par-
ticipate in a general state accounting system. Where methods differ, state
auditors must perform the audits in accord with state law rather than with
national guidelines. Given this legal framework and the need to account for
state appropriations, a number of states base their guidelines for financial
reporting of postsecondary education on cash accounting. Institutions in
those states will often keep their books on a cash basis and make adjustments .
at the end of each fiscal yéar to present a formal financial report on an
accrual basis. The dollar difference between cash and modified-accrual




accounting should not be exaggerated (at least on-a- year-to-year basis). -
Revenues and expenditures falling into vear 2 instead of year 1 because of
accrual considerations will tend to be offset by those falling into year 3
instead of year 2. In the long run, particularly in large, complex institutions,
they will tend to balance out. Significant exceptions to this generalization
are possible where particularly large projects extend across fiscal-period
boundaries.

® Besides being a common structure nationwide for reporting institutional
financial data through the Higher Education General Information Survey
(HEGIS), the HEFM revenue and expenditure categories provide a proto-
typical reporting structure that states and institutions may, and often do,
adapt for their own purposes. These adaptations typically are made to meet
a local need for financial information about a particular program area or to
express a unique state perspective about various revenues or expenditures.
‘Using the HEFM revenue and expenditure structure as the starting point
for a locally adapted structure allows a state agency to more easily convert
its financial information to the standard national format when data in that
format are needed. For example, completion of the HEGIS finance forms
and the use of HEGIS data rely on data in the standard HEFM format.
A catalog of state-level adaptations of the HEFM guidelines may be found in
State-Level Postsecondary Education Financial Reporting (Richard H. Allen,
[Boulder, Colo.: NCHEMS 1978]).

Among the common adaptations of the HEFM revenue and expenditure
categories are: '

1. Use of a separate expenditure subcategory (within the Research Category)
for the Agricultural Experiment Station. '

2. Use of the functional expenditure ‘‘supercategories” (Educational and

General, Auxiliary Enterprises, Hospitals, and Independent Operations) as --
the structure for financial reporting. '

. Establishment of a revenue category for Indirect Overhead Recovery.

. Elimination of the HEFM Transfers In revenue category.

5. Specification by a state agency of a common disposition for a particular kind
of revenue or expenditure by all institutions, where the HEFM guidelines
suggest different dispositions; for example, a state may declare that all
revenues and expenditures related to intercollegiate athletics shall be con-
sidered Auxiliary Enterprise revenues and expenditures, whether or not a
particular athletic program meets the definition of an auxiliary enterprise,
that it is essentially self-supporting. :

6. Specification by a state agency of how to reflect internal service departments

. in financial reports (that is, wherz chargebacks should be reported); this is
optional in the HEFM guidelines.

>
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- The NCHEMS/NACUBO Committee on the Joint Accounting Group guide-
lines has now recognized several other adaptations of the original HEFM revenue
and expenditure categories as being in accord with refined national standards.!
Examples of these refined national standards include the separation of credit and
noncredit instruction, the use of a separate subcategory for Student Services Admin-
istration, the use of a separate subcategory for Administrative Computing, and the
use of subcategories within the Operation and Maintenance of Plant category.

Designing the Fund Structure

The design of the fund structure is one of the more significant issues in the
implementation process. The standard HEFM fund structure can be used at
varying levels of detail and adapted to fit the state’s budgetary process.

THE STANDARD HEFM FUND STRUCTURE

The HEFM guidelines recommend that financial information be reported
by fund group—Current Funds, Loan Funds, Endowment and Similar Funds,
Annuity and Life Income Funds, Plant Funds, and Agency Funds. Of these, the
Current Fund, which includes the annual operations of the institution, generally
receives the greatest attention from a state agency.

Additional guidelines in HEFM allow the Current Funds group to be split
into Restricted and Unrestricted Funds. A second subdivision of Unrestricted
Current Funds into Designated and Undesignated Funds is a further option
allowed by the HEFM guidelines.

Undesignated, Unrestricted Current Funds are those for which neither the insti-
‘tutional governing beard nor an external funder has specified a particular use.
Designated, Unrestricted Current Funds are those. whose use is confined
to a particular purpose by action of the institution’s governing board. (In
practice, institutional top management may often decignate funds, using
authority delegated by the board.)
Restricted Current Funds are those legally restricted to a particular purpose
(for use for a particular function or by a specific organizational or budget
unit) by a funder outside the institutica.

The level of detail used with the standard HEFM fund structure depends on
the needs and obligations of the state agency. If the financial data are to indicate
only the size of the postsecondary-education enterprise in the state, a relatively
s1mple fund structure will suffice. The aggregate Current Funds expendltures :
and revenues figures will provide this information. Usmg Unrestrlcted and

1. See a) HEFM: Data Pravxders Giiide and b) Supplement 5:2:1 of the Admxmstranve Service for the refmed :
standards.
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Restricted subcategories in the Current Fund will give an overview of the legally . -

discretionary resources of the institution. Since almost all institutions maintain
data in the subcategories, little additional effort will be required to report at this
greater level of detail. The addition of a Designated Fund category within the
Unrestricted Current Fund can be useful for segregating financial activities often
considered purely institutional (auxiliary enterprises, receipt of unrestricted gifts)
from those having significant state interest.

If the state agency has substantial responsibilities for managing institutions
(as a statewide governing board often does), a more detailed fund structure may be
needed. In this circumstance, financial information on each restricted and
designated fund (on each project, auxiliary enterprise, or designation) is commonly
reported. This information is often accompanied by summary as well.

ADAPTATION TO THE BUDGETARY PROCESS

Although most states use fund structures derived from the HEFM guidelines,
designing a fund structure for postsecondary-education financial reporting that is
compatible with a state’s own budgetary concerns is an important task that may
involve adaptations to the HEFM guidelines. In many cases, the adaptations to
the HEFM fund structure focus on the kind of revenue received by an institution
and the state’s relative interest in the use of that revenue. One such adaptation
follows: ‘

Current Ifunds

General Fund (or Educational and General Fund) subgroup
Auxiliary Enterprise Fund subgroup

Hospital Fund subgroup

Restricted Funds subgroup

Each is discussed below in a generic sense. Specific definitions differ from
state to state.

The General Fund. Since state agencies and legislatures have particular interest
in appropriated tax funds and certain other kinds of revenue, including student
fees, local tax revenues, and some minor sources of income, these revenues (and

the expenditures they support) are often segregated in a subgroup of the Current - -

Fund. This subgroup of funds is often entitled the General Fund, or the Educa-
tional and General Fund. Many times, a state-level reporting structure will
include only this fund and these revenue sources. The General Fund generally
corresponds to unrestricted Educational and General activities in the standard
HEFM reporting structure.. ‘

Auxiliary Enterprises and Hospital Funds. Since auxiliary enterprises are, by
definition, essentially self-supporting (from user fees), and since hospitals (except
for instruction and research) are often largely self-supporting, state agencies fre-
quently have less interest in those operations, even though, like the General Fund,
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'monles related to them 1nclude mostly unrestr1cted funds Therefore, a state- level S

_-;f"reportmg structure will often 1dent1fy separate funds for Auxxhary Enterpnses and
Hospltals These operatlons can in this way be segregated from the state- funded :

‘ b'act1v1t1es, can be cons1dered separately, and their spec1al character1st1cs can be. taken .

into account. An Auxiliary Enterprises or Hospltal Fund is generally identical to

‘the HEFM expenditure and revenue category of the same name and may include
both restricted and unrestricted funds, although the bulk of such funds will be
unrestricted. ,

Restricted Funds. State agencies often have little interest in restricted funds,
since most are generated by the institution without state involvement (for example,
funds for federal contact research and restricted-gift funds). To identify these
funds; an institution or state agency may establish a Restricted Fund within the
- Current Funds group. In general, a Restricted Fund in this context is equivalent to
Restricted Educational and General activities as defined by the HEFM guidelines.

If an adapted Current Fund structure is used, further analysis will be
necessary to create financial reports according to the standard HEFM guidelines.
However, as long as institutions maintain appropriate restriction and‘designation
categories in their accounting records, as they are requlred to do for fiduciary
reportmg, this analysis remains feasible.

Expenditure Categories

The expendtture categones chosen for a state-level ﬁnanclal reportmg structure
'vare an important aspect of the implementation process. Three main types of ex-
"pendlture categorles need to be considered: (1) functional, (2) organlzatlmal and

(3) object-of-expenditure. Each of these three types has strengths and weaknesses,
and each can be used at varying levels of detail. The choice of type(s) of categories .
“and level of detail requires careful attention to the needs of the state agency and
others for financial data and to the capacity of the institutions to provide that data at

a reasonable cost. Some of these considerations for each type are discussed below.

~,
3

, FUNCTIONAL EXPENDITURE CATEGORIES

Funcnonal expendlture categories are essentially program-related. They focus
~‘on the major goals of the institution and the activities necessary to accomplish
“them. For, example, the HEFM functlonal expenditure categories identify Instruc- -

'tlon, Research, Publlc Serv1ce, and so on as reporting units for postsecondary ‘
education. Because functtonal categories are program-related, they are applicable

"‘:,.”to all postsecondary 1nst1tut10ns, whereas structures based on orgamzattonal units

- are unique by institution. ‘This universality, aided by the widespread adoption of .

the' HEFM expenditure categories, allows the appllcatlon of data'in this format in
o s1tuatlons where comparablllty of institutional data is important. Among such

69 - ‘56




?'v.';"appltcattons are state-level budget1ng, cost compar1sons, and other. analyses of

" institutional ‘operations, as well as state-level plann1ng It should be noted thatf‘**

’jr‘.although the HEFM functlonal expendlture categor1es are inspired: by program-
- matic cons1derat10n, many compromises have been made in the structure: (1) to-

' "1nc1ude important fiscal and organlzatlonal entities- (hosp1tals, aux111ary enter- o

: prrses), (2) to ease the collection of data, and (3) to. maintain fiduciary controls.
' Accordmgly, the HEFM expenditure categories do not have all the attr1butes of
pure_ program categories. However, the HEFM expenditure categories were
~designed to be compatible with and eas1ly translatable to the programs of the
'NCHEMS Program Classification Structure (PCS), which has more purely pro-
_ jgrammat1c criteria. (See chapter 7 of this document for a detalled discussion.) =
- As with all program categor1es, the major drawback in using functlonal :
expendlture categories as the basis for a reporting structure is that they lack ut111ty
- for control purposes. Since the categories do not strictly follow organrzatlonal-
unit llnes, assigning respons1b111ty for performance of act1v1t1es within a category/,
is 1mposs1ble, except at the institutional level. Although few state agencies
" attempt to control institutions at this level, an agency that does so will not find the i
’ 'functronal expenditure categor1es described above very satisfactory.

e - The HEFM functional expencnture categor1es can be used at various levels.of -
- ‘detall depend1ng on the needs of the state agency. The HEFM gu1de11nes prov1de -
for three levels of detail: (1) supercategorzes (Educatlonal and General, Auxtllary' X
:Enterpr1ses, Hosp1tals, ‘and Independent Operations); (2) categories, ‘such as In- -

: v’structron, Research and 'Public: Serv1ce, and (3) subcategorzes ‘such as- General"ju !

"‘Academ1c Instructlon, Vocatlonal/Technlcal Instructlon, ‘and Spec1al Sess1on o
_Instruction. Further additional levels of detail may be used within the Instructlon"’f

: ‘;category, since the HEFM- subcategory structure is des1gned to be compat1blei R

‘with commonly used structures for instructional d1sc1p11nes and/or levels.

- An overview of a state postsecondary-educatlon system can be generated using -
financial data organized in HEFM functional ‘expenditure categor1es Often the use
of supercategories will suffice. Many states, however, use the category level of detail

for this purpose. If the HEFM functirnal expenditure categories are to be used for - kv |

budgetary or analytic purposes (costing, comparative studies), the level of dr*tall
needed depends largely on the complexity of the process to be used. For example,
_many states successfully use expend1ture categories (or even supercategor1es) in
- their budgetary process. These states have relatively simple resource- allocatton
- procedures that do not ‘require further detail. On the other hand a- complex

:';'Vformula -budget process may require a great deal of information by subcategory or - .. -

even by d1sc1p11ne and/or level for the various formulas that generate funds for the
“institutions. Detarled 1nformat10n is part1cularly useful for deriving cost’ data and_‘

: for s1m11ar kinds of analysrs When using detalled financial 1nformatlon for purposes, TRy

. of comparison, state agencies should be aware that although detalled compartsons
- are both poss1ble and useful, they require that all states or 1nst1tut10ns be1ng




, exam1ned have the data in the same format In add1tlon, detalled compar1sons are""‘ 2
) .f"'probably more sub]ect 10 errors al‘d m1s1nterpretat10ns der1v1ng from dlfferencesf o
‘ j~‘1n report1ng or organ1zat10nal style than are aggregate compar1sons ‘ :

’ ORGANIZATIONAL OR BUDGETARY UNI'I CATEGORILS

The use of organ1zat10nal or budgetary units as report1ng categor1es has dif-
_ferent implications than the use of the HEFM functional categories. Organlzatlonal- B
unit data are of limited use for interinstitutional comparison (since organizational
structures of institutions vary widely) or for state-level budgeting (unless institu-
tional budgets are tightly controlled at the organizational-unit level and analyzed

in detall by state agencies). If a state agency has management respons1b111t1es', K

for institutions (as do statewide governing boards) and chooses to exercise: that
responsibility - centrally, -organizational-unit information will be necessary to
ensure control and accountability. Organizational or budgetary-unit data can also
" be helpful in certain specialized analyses. For instance, studies of medical education
will typically be based on the organizational entity of the Medical School rather
than on functional expenditure categor1es '

The level of detail used in reporting structures based on organlzatlonal units '

depends on the level of interest a state agency has in the internal operations of an "
[institution. For a general overview, the school (of Music) or college (of Arts and

Sciences) level is often used. It is common for a state agency interested in analyzing.

- 1nst1tut10nal 0perat10ns to collect information at the department level.

OBJECT—OF—EXPENDITURE CATEGORIES

Object of expenditure is another type of reportlng category often used by state i

“agencies. Object-of- -expenditure data will typically include such’ subd1v1s10ns as’
Salaries and Wages, Fringe Beneﬁts, Equipment, and so on. The uses of these
categories depend greatly on their level of detail. Their level of detail:can vary
widely from a category such as Compensation, on the one hand, to one such as_
- Clerical Overtime Payments on the other.

‘ Ob1ect-of-expend1ture data in the aggregate can be used at the state level for’

very general budgetary control and analysis. More detailed object-of-expenditure -

data (espec1ally when combined with the organlzatlonal or functional expendlture‘ S

data) can be of use in analyztng 1nst1tut10nal operations. For example, these data ,

can be used to analyze cost behavtor Faculty salartes will have a dlfferent relatlon- s

. _ -sh1p to fluctuatlons in enrollment than will expendltures for- laboratory equ1pment
_ Ob)ect of-expendlture data often will play a part in program reviews by the state-“'

agency, because they descrtbe the k1nd of resources the agency is- betng asked to’ ' .

comm1t

- REPORTING EXPENDITURES IN TWO OR MORE TYPES OF CATEGORIES

_ Reportmg expendltures in two or more types of categories can prov1de useful
, ’lnformatron to a state agency For example, when a state agency des1res to analyze




- a parttcular 1nst1tut10nal operatron in depth both organrzattonal-untt and ob1ect--‘ﬂ_ ’
: _of-expendlture data are often useful. As has been noted, a detailed costing approach '
"}T‘w1ll generally require both functtonal and ob]ect-of-expendtture data. In general
- the different types of reporttng categortes can be combined in many creat1ve ways.

.These comhtnatrons are in no way inconsistent with the HEFM gutdehnes ‘While ER

"“""'HEFM o ’ZJSCS ‘on functional expenditure categories, one should not assume that
such categories are 1ncompanble with organtzattonal or object-of- expend1ture -
- considerations. ‘ - v
However, such a dual structure may be costly to implement and operate. The
use of object-of-expenditure or organizational-unit data. in combination with
functronal expenditure categories can place a heavy burden on both the reporting -
1nst1tut1ons and the collecting agencies. The number of cells of data expands |
greatly and with it the potential for error or misinterpretation. Thus the decision
to collect data in two or more types of categories should be made carefully, recog-
‘nizing the expense and possible error that can result, |

The Implementation Process: Stra‘te‘gie’s for Implementation

| Whether the 1mpetus for the design of statew1de report1ng structure comes - -
from a state agency seek1ng comparable data or from institutions seek1ng to report'

‘--ni,;'ftnancral data in a generally accepted way, it is important that the two levels co- = "
)'"operate extenstvely Repeated experience in the HEFM/SLTA ptlot states'and .\ -

,.'elsewhere has shown: that various individuals 1mplement1ng written gutdehnes‘

~ will interpret them differently, even when the guidelines are carefully written .~
“and all terms are extensrvely deﬁned ‘A state agency cannot s1mply issue aset.of

guldelrnes or’ instruct institutions to comply with a spec1ﬁc document (such as’

" HEFM) and expect that uniform data will be reported without an’ approprtate

1mplementatton strategy. This is particularly true when the guidelines call for
great detail in the reporting of data. The most common reasons for fatlure to
generate uniform data are: (1) institutional resistance to the guidelines; (2) failure -

to understand the guidelines at either the state level;the 1nst1tutronal"level“or
both;(3). fatlure to apply the guidelines correctly to a particular 1nst1tuttonal-‘ "
setting; (4) reporting of financial data by a person unfamiliar with the gutdeltnes, ‘
5) contrad1cttons within the. stare-level gurdelrnes themselves, and (6) situations
not ant1c1pated by the guldelrnes Tl\erefore it "is important " that. ‘any ‘imple-

~-mentation process have broadbased parttuoatron ‘One possible 7 riodel process for ..

here :
- Let us assume that a statewrde coord1nat1ng agency w1shes to-implement a -

developrng and 1mplement1ng a uniform set of report1ng guidelines is outltnedw L

srngle ﬁnancral-reporttng structure among the institutions in its state. Let us
further assume that the institutions and political authorities in the state generally R
support ad0ptron of some sort of unrform ﬁnancral data gutdelrnes Ftnally, let us




assume that a dec1sron has been made to. generally adopt the guldellnes 1n the B
. - Hzgher Educatzon Fmance ‘Manual. o : : o
... The first step in the model process is the establrshment of a commrttee 0 R
’ ‘.'.des1gn the specific gurdellnes for the state. Ideally, each 1nst1tutton should be
| represented but if this is unw1eldy, the committee should nevertheless have w1de
- representation (at a minimum, all sectors affected by the reporting requirements
should be represented). It is recommended that the state agency initially contact
the presidents of the institutions. In this way, the presidents will be informed of -
~ the upcoming change, can express concerns about the philosophy of the state-level
financial-reporting structure, and can designate the appropriate person to represent
their institutions. Even if an institution has-a standing committee for finance
issues, it is valuable to seek the understanding and support of the president.
Generally, the representatives will be chief business officers or ,,therr designated
deputies. But if the responsibility for financial reporting to the state is lodged else-
where in an institution—for example, with the institutional research officer—then
that person should be the representative. State agencies other than postsecondary- -
education agencies that are making significant use of 1nst1tut10nal ﬁnancral data )
should also be included.
In the model process, this committee has as its first set of agenda items dis-
cussion ‘of the HEFM guidelines and the possible need for their adaptatron to
o conditions within the state. It is helpful for the committee to review each of the ST
~strategic considerations described in this chapter and determ1ne the potent1al uses
of 1nst1tut10nal account1ng data at the state level. ‘ S R
Upon this base, the commrttee can develop a set of wrrtten gurdehnes for L
' prellmlnary 1mplementatlon It is valuable for each i institution 1n ‘the state to then - 1
_produce a trial set of reports accord1ng to these guidelines. If all 1nst1tutlons are gty
- not represented on the committee, members of the commlttee should act. as.

- resource people to help institutions prepare their trial reports. Itis helpful if each 5
institution shares with the others a “crosswalk’ showing which organlzattonaln
units and act1v1t1es were included in which expend1ture categor1es and which ex-
penditures were considered restricted, designated, and undes1gnated-unrestr1cted

- With these “crosswalks™ in hand, a review of the trial reports can begin. “The

.. more detarled the gu1de11nes, the more desrrable it is for the rev1ew process to be o

detailed. The data of each institution should be rev1ewed by.a group of other par- s
. t1c1pants in the process If it 1ncludes representatlon from all 1nst1tut10ns, the '
‘committee. 1tself would be the appropr1ate ‘vehicle. Otherwrse, ad ‘hoc. groups of ,_'
" institutional representatives should be established that would refer any serious . oo
- ‘questlons to the main committee. Each institution will then have an opportun1ty ERRN
R expla1n the rationale for its own way of 1mplement1ng each gu1de11ne andto”
d1scuss with the group the relative mer1ts of differing interpretations. This 1nter-' L
S actton is-more effective, although more time’ consum1ng, than review by state- :
" ‘agency staff alone. After this review, a modified, clarified, and expanded set of

gu1de11nes for prepar1ng actual ﬁnancral reports can be 1ssued. - o
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The kmd of extensxve, broadbased process descrxbed above has a number of ’

‘ ‘advantages It is consensus oriented. Each guideline is thoroughly discussed, andr‘ o

- problems that may impede 1nst1tut10nal compliance are considered. The develop-

ment and review processes are excellent devices for training institutional and state ' " -

personnel in the use and implementation of the guidelines. Participation of many
persons with different perspectives and experience aids in the discovery of con-
tradictions, difficulties of application, and unanticipated consequences of the
guidelines. Finally, the trial-report process allows the guidelines to be used prior to
the time when data must be collected for actual financial decisions. The uniformity
of the data and confidence in ite use are thus increased.
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Institutional Implementation of the
HEFM Guidelines

Background

The ]omt Accounttng Group issued its report on financial report1ng guldellnes

5 - for \,olleges and universities in March 1974 Since that time (due in- large partto

*their incorporation in the publications of NACUBO, AICPA, and NCHEMS),
_the gutdellnes have been w1dely adopted by 1nst1tut10ns throughout postsecondary;‘-‘f~ S
o educat1on The purpose of this chapter is to gutde institutional adm1n1strators in -

1mplement1ng a financial accountlng or reporting system that incorporates these
gutdehnes (hereafter referred o as the HEr'M ‘guidelines). : -
As seen in chapter 5 development of a reporting format (Wthh often involves

~ an adaptation of the HEFM format) is a large part of the 1mplementat10n task at
B ’the state level. However, the state-level implementation process assumes that the

institutions in the state will ‘adopt and operationalize that reporting. format.”

5 ‘;.Therefore in many cases (partlcularly for. publrc 1nst1tut10ns), 1nst1tut10nal 1mple-
' mentation of the HEFM gutdellnes begins: w1th the report1ng format as.a: gtven

‘Instttutlonal 1mplementatton cons1ders how best to 1ncorporate the gtven HEFM-i :
‘related reporttng format into the data-collectton process (that is; how to 1ncorporate R

*..HEFM into the transact10na1 ‘accounting system), how to. develop 1nst1rut10nal_1,”"

» :‘budget reports and other plann1ng documents that uttltze the HEFM format, and'ﬂv’

~"how to reconcile the institution’s nee<s for information with a HEFM format.
.. Thus, 1nst1tut10nal 1mplementat10n of ihe HEFM guldeltnes usually requ1res a. .

great deal of cons1derat10n of data-processlng concerns.




The solutions to these implementation problems are almost as diverse as the B

R types of i institutions confronting ‘the problems. Therefore this chapter i isbasedon
-the experiences .of seven different institutions in implementing the HEFM

?guidelines Administrators at each of these institutions described to thegi, -
- NCHEMS staff: = ‘

1. Their reasons for implementing a HEFM-based accountingand/or report‘i‘n’g',» -

system

2. The purposes served by their HEFM-based system (that is, the collection of
transactional accounting data or the reporting of data)

3. The elements of the. HEFM guidelines that they incorporated in their
system, including any adaptations they made in the guidelines

4. The process they followed in implementing a system based on the HEFM
guidelines - ‘ L

The administrators answered a series of questions about their experiences in -
each of these four areas. The following two assumptions underlie the descriptions -
by the seven administrators of their experiences: -

a. The HEFM guidelines are identical to the guidelines set forth by
NACUBO in College and University Business Administration (1974) and by

- -the AICPA in Audzts of Colleges and Universities (1973) Therefore ifan:
‘ ":institution implemented the set of guidelines described in any ¢ of these threef“:;
documents, it-was assumed that they implemented the HEFM guidelines L
b. Implementation is defined to include the adoption and incorporation of thei o
' HEFM guidelines (or elements of those guidelines) either into the trans-j-c

‘actional collection of financial accounting data or into the reporting of -~
financial information.

Reasons_for Implementing the HEFM Guidelines

Among those institutions surveyed the most prevalent reason for implementing
the HEFM guidelines was their desire for uniform financial information. In many
instances, the institutions were part of a ‘public state system. Uniform data were - B
needed to carry out planning and management for the systern'as a whole as well as
' .for the individual institutions within the system. The institutional administrat0rs

, felt that the HEFM guidelines (in particular, the detailed category definitions and .

‘procedures for: classifying data within categories) would help them generatef'
“uniform financial information. :

The second most important reason for implementing the HEFM guidelines_:_, o

was to ease the problem of communicating with external agencies, in particular Ea




“-'v_the federal government Stnce the HEFM gutdehnes have been 1ncorporated 1n :

the | 1nstruct10ns for both ‘the" Htgher 'Education General Information Surveys 5
o (HEGIS) and the ﬁnanc1al reports administered by the Natlonal Science Foundatlon,

~.the adrmntstrators felt that 1mplementatton of the HEFM gutdeltnes in their own.‘:
: :accounttng/reportlng systems would greatly ease the1r reporting burden. ° L

In addition, several of the institutions adopted the HEFM gutdeltnes because
they were considered to be the accounting profession’s standard for college and
‘university financial reporting. In fact, in many states it has been at the initiation
of institutional administrators that the state reporting requirements have been
changed to comply with standards of the accounting professron (that is, the '
HEFM guldelrnes) :

Other reasons for implementing the HEFM guidelines 1ncluded the desire to
collect programmatic expenditure data directly, thus avoiding a major analytical
task. Administrators in two of the institutions said that 1mplementatton of the
HEFM guidelines gave them the data needed to prepare their annual and monthly
~ reports and to conduct the financial analyses they felt that they needed. The admin-
istrator in one institution felt that the HEFM guidelines gave him better fina: ncial
‘control than the system used prev1ously, while the administrator of a major research
university said that the HEFM guidelines allowed him-to more easily 1ntegrate_
'institutional financial reports with those of the university’s teachrng hosp1tal
" since the HEFM guidelines prov1ded categories for reporting the expendttures of =
a teach1ng hospital. Frnally, several institutions 1mplemented the HEFM gutde- o

lines to comply w1th their audttors requ1rements : S
o Three of the seven 1nst1tut10ns implemented the HEFM guldehnes under a.
direct mandate (in ‘each case, a state-rmposed mandate to 1ts publrc 1nst1tut10ns), e
~while two did so for their own reasons, and the other two’ stated they would have
_implemented the guidelines even if there had been no external pressure to do so.-

Purposes for Using the HEFM Guidelines

- The HEFM guidelines have been incorporated into the transactional accounting .

systems of four of the 1nst1tutlons, while the other three institutions use HEFM, S

’ 'for reporting only. ‘ S
. *As one of the admrnrstrators noted, HEFM is bas1cally a set of gutdeltnes for .
structur1ng data for financial reporting; little' in HEFM deals spec1ﬁcally with
transacttonal accounttng However, many institutions have chosen to 1ncorporate‘_‘,’

- those- HEFM reporting guidelines d1rectly into the1r transactto'lal -accounting S
. systems, thereby simplifying the production of reports in the HEFM format. The =
 alternative to incorporating the HEFM guidelines in the transactional accounting .~ "
‘_"‘system is to use the crossover approach in which data collected in the format used . -
* for the transactional accounting system is translated into the HEFM format. The il




 closer the format used in collectmg accounting data is to the reporting format, the‘
simpler such a crossover will be. If the HEFM categorles and reporting procedures .

 are built into the transactional accounting system, no crossover is needed.

- - The three institutions that implemented the HEFM guldellnes for reporting .
purposes only could accomplish the crossover to the HEFM format with sufficient -
ease that they felt it was unnecessary to incorporate HEFM into their transactional
accounting system. In two of the institutions, transactional data are collected
in accounts that basically follow the guidelines set forth in the 1968 edition of
College and University Business Administration. In the third institution, a structure
unique to that institution is used for transactional data, while a look-up table built
directly into its reporting software is used to reaggregate the accounting data
into the HEFM format when neceded for reporting. However, this institution will -
soon incorporate the HEFM guidelines directly into its transactional accounting
system.

Elements of the HEFM Guidelines Implemented

The HEFM guidelines specify (1) a particular set of fund groups; (2) criteria
for distinguishing among restricted, unrestricted, and designated funds; (3) the
use of accrual accounting; and (4) a recommended set of revenue and expendlture ‘

' 'categortes However, institutions_that 1mplement the HEFM guldelmes do not
vnecessarlly incorporate -all four elements of the guidelines in their accounting/
reporttng systems (although each of the institutions surveyed did, in fact, 1mple—

ment almost every element of the guidelines). In addition, institutions often adapt -

~the HEFM guidelines to tailor them more t¢ their particular needs. This section

describes the types of adaptations made in the various elements of the HEFM i
“guidelines by the institutions.

Fund Groups. The institutions implemented the fund-group element of the

HEFM guidelines in a variety of ways. Three institutions adopted all of the HEFM
_...,._fund.gnoups-exactLy_as they.were defined. One adopted some of the HEFM fund
- groups as defined but did not have endowment funds or annuity and life income
* funds so did not use those fund groups. The remaining three institutions adapted
the HEFM fund groups to meet their own needs. | :

Two institutions made adaptations primarily in the Current Fund: the Current

- Fund group was disaggregated to distinguish between the various types of ) ‘
“unrestricted funds (general funds, designated funds, aux111ary enterprise funds) and
restricted funds available for expenditure. While these changes reflect adaptations
‘of the orxgmal HEFM fund groups, it is quite simple to reaggregate these fund =~

groups into the HEFM-defined Current Fund group. These two institutions also -
added a fund group for retirement and insurance transactions. ‘

The most significant adaptations of the HEFM fund groups were made by the N
community college that was surveyed. The community college also split the.
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",,“fr'Current Fund 1nto several separate funds (that is, General Funds, Serv1ce Un1ts5:~‘r

- Fund,. Spec1al Pro;ects Fund, and Auxtllary Fund) and, further, added both a :
Rese1 ve Fund and a Debt Serv1ce Fund (both to meet statutory state report1ng o
: 'requ1rements) The. prlmary reason for. expardtng the number of fund groups was - -

that administrators- at' the college felt' that ‘the two-dimensional framework 5
prescrrbed by the HEFM guidelines (cons1st1ng of a fund-group dimension and a
separate restriction- -category dimension) was both confusing and inappropriate for
their needs. Therefore they increased the number of fund groups and defined
each as either totally unrestricted or totally restricted, thereby eliminating the
need for separate restriction categories. : ‘
'Restriction Categories. All of the institutions incorporated the HEFM-deﬁned
restriction categor1es into their systems, although the community college built
restrictions i into its fund-group definitions (as described above). In two institutions, '
the HEFM restriction definitions resulted in a ‘considerable. reallocation of dollars.
“among fund groups, because those institutions had traditionally used qu1te different
definitions of restricted and unrestricted funds. One institution in part1cular had.
to reallocate all *“‘designated” funds from restr1cted fund groups to unrestr1cted'
fund groups. e .
- Accrual Accountmg Most of the institutions surveyed follow a modified vers1on k
“of accrual accounting. One institution records expendrtures when incurred, except
~ for student loans, which are charged to expenditures when disbursed. In a second -
institution, prepaid expenses are not recognized. Otherwise, all of the surveyed .
““institutions use accrual account1ng for year-end report1ng One institution handles'f: ‘L
its. darly accounts-payable transactions on an. accrual basis as well.

Revenue and Expenditure Categorzes “The HEFM guldellnes spec1fy 2 set Of‘f.;‘
-~ categories for Current Fund revenues and expenditures in which revenues -are .

classified by source, and expend1tures are class'ﬁed by functional use. One institution -

had not yet implemented the HEFM revenue categories, although it expected o .

'adopt and use them in the near future. The community college used the HEFM
revenue categories as a starting point for the development of a h1erarch1cal system -
_of ma;or,;eyen.ue groups and subgroups | that.b_e_t_tker,_m*et,tt_s,_pﬁartr_cular_,n.e,eds .The.
major. groups defined as :
~and Fees;, and Other Sources. thhm each of those major categor1es, at least three
subcategories were establtshet e

All of the 1nst1tutrons adopted tne Hi*FM expendlture categor1es, although
some ‘modified: those . categorles as well. A major research university modified

‘them to more closely awproxtmate the programmat1c categor1es described in ‘the

edieral Sources, Local Sources, State § oources, Tuition - =

NCHEMS Program Classzfzcatzon Structure The communtty college used the
' fdeﬁnmons of the HEFM expend1ture categor1es for the most part. but: renamed: o

“some of the categor1es to better suit its own particular needs (for example, the'
Academxc Support category was renamed the Instructronal Support Services ..

‘ category, the Scholarships and Fellowshtps category was renamed - the F1nanc1al ,'v L

‘ A1d category)
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All of the institutions incorporated into their systems additional identifiers for
the classification of expenditure data. Some of the more common identifiers used
- include ob)ects of expenditure (salaries, travel, equipment), identifiers for depart-
. ments, schools, or divisions, and an 1den;1ﬁe' for the account number from the -
rprev1ous accounting system. Other identifiers used by many of the institutions

include a funding-agency identifier and a project identifier for government grants
and contracts. These additional identifiers, while not specified by the HEFM
guidelines, provide the institutions with the capability to organize data in different
ways to yield the kind of cata they need for their own planning, budgeting, and
management purposes. ’ '

Implementation Process

The processes used in implementing the HEFM guidelines varied considerably
among the institutions. Because several of the institutions were part of a statewide
system, their implementation process began with an assumed chart of accounts.
Thus their problem was primarily one of data processing rather than data definition.
In other institutions, the implementation process involved both defining the chart
" of accoiints as well as determining how to best collect, process, and report the data
in that format. In learning about the process used in each of the institutions, the
following questions were asked: '

1. What was involved in your institution’s 1mplementatlon of the HEFM
guldellnes>

2. Who was involved in implementing the guidelines?

3. How long did implementation take, and how much staff time and money
was involved?

WHAT WAS INVOLVED

In two of the institutions, the implementation of the HEFM guidelines was
part of the installation of a totally new firancial accounting system. Therefore the
implementation of those guidelines was a relatively minor problem when com-
pared to the total installation process.

The previous system of two other institutions had accounts defined in such a |
_ way that the changeover to the HEFM guidelines was not difficult. In fact; both
institutions found that a reaggregation and reshufﬂmg of accounts in accordance‘
with the HEFM guidelines was the largest task in the changeover. In the smaller
institution, this re-sorting of existing accounts was completed using a set of hand- .
| _prepared working papers, while in the larger institution, it involved revisions to
the existing software reporting programs. In both institutions, the greatest problem
was the identification of the crossover links between existing accounts and the
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5‘HEFM categortes, comp11ance with other aspects of the new guldehnes once the?'5 ok

"vcrossovers had been 1dent1ﬁed was not a major problem.

" One institution used the crossover- table appr0ach to format data in accordance
- with the HEFM gurdeltnes (This institution 1mplemented the HEFM guldehnes; .
“for reporring purposes only.) The first step in its implementation process was the
creation of a crossover table that specified the appropriate links between trans-
actional accounts and the HEFM categories. Computer programs were then created
that incorporated the crossovers directly into the institution’s automated reporting
system. This institution used the crossover-table software to reformat transactional
accounting data for their annual reports, for HEGIS reporting, and for all budget
documents. | ~
The initial task for those institutions that revised an existing. account1ng
system was to evaluate the way in which they collected and reported data
(especially the handling of restricted funds) and to leok at the link between
existing accounts and the new HEFM guidelines. In some insta:aces, they found
that changes were needed in the way they defined restricted, unrestricted, and
designated funds, and that some major adjustments in defining such acc0un'ts were..
necessary. They then examined the links between the data categories they used -
and the HEFM categories; in several 1nstances, only a reshufﬂlng of extsttng _
accounts was necessary to comply with HEFM for reporting purposes. In one

'1nstance, a computerized crossover table was.all-the institution needed to 1mp1e- L

‘ment the HEFM guidelines for its S purposes.

-
!

- WHO WAS INVOLVED b

In almost all of the institutions surveyed, 1mplementat10n of the HFFM: '
'guldeltnes was a cooperative effort between the institution’s f nanc1al accounting -
staff and its compu~ef/systems analys1s staff. Specification of persons involved in
each institution’s implementation process usually depended on how the staff were
organtzed but more importantly, it depended on the institution’s perceptron of

the type of problem presented by the HEFM 1mplementatton

In several institutions, the HEFM implementation was seen primarily as an
‘accounting-system problem. Therefore the project was carr1ed out by | the financial -
staff (controller, chief accountants, budget ofﬁcer) and vartous systems analysts
and computer programmers :

In other 1nst1tut10ns, the problem was perce1ved more broadly as one of how

'best to create a new type of financial information to support all aspects of. the’ :
' ‘1nst1tut10n s plann1ng and management In these institutions, a'much broader '

cross sectlon of 1nst1tut10nal adm1n1strators and staff was brought into the process,' ‘
if only in -an ‘advisory capac1ty For example, in one institution surveyed the;,x.

'{""operatronal task of 1mplement1ng 'he guldellnes was carried out by a project team-

;stafff d by the finance/accounting personnel and the systems analysts/programmers

X ',“vaowever, this team worked closely w1th an adv1sory committee compr1s1ng the -




: 1nst1tut10n ] treasurer, budget d1rector, grants and contracts admtnrstrator, admrn-'*

istrative assistant to the academlc provost and a representative of the budget/
finance committee of the institution’s governing board. This adv1sory committee . -
‘gave the project tcam valuable advice regarding the kinds of financial 1nformat10n -

it wanted and needed. Equally important, however, was the feelrng that this com-
mittee’s involvement served as an educational experience for its members, who
are also important users of the HEFM-formatted data. In addition, the committee’s
involvement helped ensure greater institutionwide acceptance of the new financial
accounting/reporting system when it was completed.

TIME AND MONEY INVOLVED

It was not possible on the basis of the response of the institutions to generalize

about time and costs for implementing the HEFM guidelines. For those institutions .~

that implemented a totally new accounting system, the costs of that installation
‘were generally considerable. However, the difference in the cost of incorporating -
the HEFM guidelines or any other set of guidelines was aimost negligible. For - |
those institutions that adapted an existing system specifically to comply with the
“HEFM guidelines, a variety of time and cost figures were given in response to the
question. It took the institution that incorporated the crossover table directly into
-its-reporting system approximately 1'month of programmlng to build the crossover

tables. A second institution, which drafted an entire accountlng manual as part of the " = '
- process, used one person full-time for approxrmately 15 months. This i institution ~ s
essentrally re-sorted all existing accounts into the HEFM format and wrote an -
" accounting marnual to document what it had done. Another i institution, which had -
to re-sort its existing accounts, requ1red approx1mately 60 to 80 hours of staff tlme' o

‘for the task.
All of these figures for time are highly dependent on the type of institution,
the size and complexity of the accounting system, and the kinds of changes each

institution made in implementing the HEFM guidelines. It is fair to say, however, . -

that the process can be either fairly complex (involving a large number of people

and expenditures), or it can be much simpler (requiring only the specification and
incorporation into the system of the linkages between the old and new accounting/
reporting guidelines). Both costs and time involved will depend on where along ..

~ this' spectrum of complexrty the institution chooses to implement the HEFM *

v gutdellnes
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Part III

Accounting Data and Program Data




Relation of HEFM
- Functional Expenditure Categories to
PCS Program Categories

Background

The collection and use of program information for governmental and nonprofit
- enterprises; including pestsecondary education, have enjoyed much attention ‘
in recent years. The Higher Education Finance Manual (HEFM) describes one
structure for classifying financial information in a program format. The NCHEMS

Program Classification Structure (PCS) describes another such structure. Most of ... ..

the program structures in postsecondary education are based on or adapted from

these two structures. The similarity between the HEFM functional classification”™ ™

structure and PCS and the wxdes')read use of the HEFM guldelmes as the basis for
financial accounting and reporting systems indicate the importarice of d1scuss1ng
the evolution of HEFM and PCS and their relationship to each other. This chapter_
is‘intended to describe for the data user the similarities and differénées between 'me ‘
expenditure categories described in- HEFM and the programmatic categorles
outlmed in the NCHEMS Program Claswf.catzon Structure.

The Report of the Joint Accounting Group (JAG), ‘completed in 1974, cul-
~ minated a cooperative effort by NCHEMS, the American Institute of Cernﬁed
~ Public Accountants (AICPA), and the National Assoc1at10n of College and Uni-
versity Busmess Officers (NACUBO) The revenue and expenditure categories . -
‘recommended by JAG are now considered to be part of the generally accepted _
accountmg prmcxples (GAAP) for. p0stsecondary-educat10n institutions and have,~ i
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been incorporated in the NACUBO College and University Business Administra-
tion—1974 (CUBA ’74), the AICPA Audits of Colleges and Universities—as revised
(the Audit Guide), and the NCHEMS Higher Education Finance Manual (HEFM).
Since publication of the original report of the Joint Accounting Group in 1974, an
NCHEMS/NACUBO committee has refined and clarified the definitions of the
expenditure categories. This set of expenditure categories (referred to in this
document as the refine:: :ZEFM functional classification structure), the first edition
of the Program Classification Structure (PCS I), and the second edition of the
Program Classification Structure (PCS II) are the main subjects of this chapter.2

The PCS I, PCS II, and the HEFM functional classification structure are all
program structures for the organization of data about postsecondary education.
Since the program structures in the three documents are based on the same enter-
prise, the data categories described in those structures are very, similar on the
surface. However, it is important to remember that PCS and HEFM were
developed for different purposes and thus are distinct in several ways. ‘

The relationship between PCS II and the HEFM functional classification
structure is best understood by considering three distinct aspects of the relation-
ship: concept, timing, and data conversion,

Concept

The fundamental difference between the PCS II program structure and the
HEFM functional classification structure stems from their differing purposes.
PCS II was designed as a prototypical program structure for postsecondary educa-
tion. HEFM,.on the other hand, was designed as a standardized finarcial reporting

structure. While HEFM is based on a program structure, it has l'/e‘en adapted to

meet the special needs of financial data collection and reporting.

~All program structures-are intetided to allow activities to be linked 1o ob]ectlves T

by providing a framework that links the contribution of various activities to the
accomphshment of objectives. Using a program structure, the activities of the
organization can be assigned to one or more program categories and thereby related
to the organizational goal(s) associated with that category. As a protorypical program
structure, PCS II eflects the programs carried out by the entire postsecondary-
education sector. Therefore an individual user may wish to adapt the PCS II proto-
type structure to reflect the particular programs of the institution or the particular
‘purpose served by the information. In fact, one might view the HEFM categorles
as an adapted version of the PCS-prototype structure. The HEFM adaptation is
specifically designed to provide an easier way to collect and dlsplay unanc1al
'accountmg data in a programmatic format.

’ »2 The. refined HEFM expéndxture categories may be fou;xd in thé Higher- Education Finance Manual: Data Providers’ -
_ Guide and in Administrative Service, supplement 5:2:1. PCS II categories are sct f'orth in Douglas J. Collier, ngmzm
; : Cla:njxcanon Structure, 2nd ed (Boulder, Colo NCHEMS -1978). :




In its purest program sense, the PCS II structure specifies that activities
should be classified on the basis of the actual or primary intent of the institution
in carrying them out. Individual activities should be analyzed to determine the
goal toward which they are directed and then assigned a place in the program
structure accordingly. In some cases, such an analysis can become quite complex
and may even require the allocation of individual activities or resources to several
different categories in the program structure. Faculty activities are a prime example
- of activities that are often classified in several PCS categories. Faculty activities
serve a number of institutional objectives, including instruction, research, public
service, academic administration, course and curriculum development, and
academic personnel development. In following the classification procedures set
forth in PCS II, the user must determine, based on the intent of each activity,
which faculty activities serve which objectives. This procedure is best exemplified.
in the assignment of departmental research.. According to PCS 11, one must deter-
mine whether departmental research is designed to aid instruction, produce
research outcomes, or further the professional development of the faculty. The
activity can then be assigned accordingly. This approach differs from the outline
approach for classifying expenditures in the HEFM ‘strcture, which specifies
that the intent of the related organizational or budgetary units should be considered.
For example, HEFM assigns all expenses of instructional departments to the
Instruction program, unless they are specifically budgeted to another function. In
this way, the procedures for the HEFM structure approximate the programmatic
considerations expressed in PCS II, while involving considerably less effort.

While a. program structure relates activities to objectives, an accounting
structure is designed to aid management in exercising internal control, in providing
~ for external disclosure, and in fulfilling its fiduciary responsibilities. Historically,
accounting systems have been built on organizational units and other units of -
budgeted expenditures. Building an accounting system on such components as
organizational and budgetary units allows management to monitor the performance
of each unit under its controi, relate expenditures to the budgetary process, and
deal with day-to-day decisions about these units.

The HEFM expenditure categories represent a particular kmd of accounting
structure in that they provide a standard program-related framework for the
organization of financial data; While the HEFM categories are built on budgetary-
unit expenditures, the highest level of aggregation in the HEFM structure reflects
the programs institutions carry out to accomplish their objectives. The HEFM
structure adapts many of the attributes of program structures by consxdermfJ fiscal
or operational factors.

o HEFM uses definitions that facilitate the collection of operational financial
data. As an accounting structure, the programs in HEFM are defined as
standard aggregations of organizational and budgetary units rather than as a

_collection of activities directed toward a common goal. For example, the
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Instruction category in HEFM is defined as the aggregation of the accounts
for the instructional departments (less any accounts specizically budgeted as
noninstructional). No attempt is made to allocate the general activities of an
academic department to its many objectives (instruction, research, public
service). While this more generalized approach may make the data less
sensitive in assessing the programs of an institution, it nonetheless makes the
collection of accounting data far less complicated. Moreover, by focusing on
organizational and budgetary units, management can specify the assignment
of each account to a particular category. These assignment practices can
then be standardized among institutions through the use of a look-up table
or other such devices. Finally, basing an accounting system on aggregations
of organizational units rather than on activities allows for internal fiscal
controls and managerial accountability.
HEFM provides for fund-accounting concepts in its functional classification
structure. The Mandatory Transfers subcategories are included in the
HEFM structure, not because they are considered programs, but rather
because their inclusion allows institutions to account for, and separately
identify, an important fund-accounting transaction (that is, the transfer of
monies from the Current Fund to another fund group). ‘
HEFM highlights important planning and management units in the func-
tional classification structure. For example, the Auxiliary Enterprises
category in HEFM is defined on the basis of organizationai and financial -
considerations rather than programmatic distinctions. That is, auxiliary
enterprises are those activities that provide a service to students, faculty, or
staff and are financially self-supporting. Also, auxiliary activities are
considered separately from educational and general activities in day-to-day
decisionmaking. Hence they are separately identified in HEFM regardless -
of the institutional objectives that they serve. In PCS II, on the other hand,
activities organized as auxiliary enterprises are assigned to categories based
on their objectives—to serve students (Student Services) or faculty and staff’
(Institutional Support)-—without regard to their organizational status as
suxiliary enterprises. The Hospitals category further exemplifies how the
- HEFM categories differ from those in a pure program structure. Hospitals
are segregated in HEFM because they usually are organizationally separate
from the rest of the operations of the institution. In PCS II, the activities
that take place in hospitzis are assigned to categories based on the goals of
public service, operation and maintenance of {lant, and so on.
v HEFM provides z link between expenditures and the budgetary process.
A number of categories in the HEFM structure are defined according to
whether expenditures are separately budgeted or organized for that purpose.
Examples are Individual and Project ‘Research, Community Service,
Course and Curriculum Development, and Special Session Instruction.




Timing

The first edition of the PCS was published in 1972, culminating development
begun in the late 1960s; HEFM appeared in January 1975. In 1978, the HEFM
guidelines were refined, and shortly thereafter, PCS I was published. This recitation
of chronology serves not to suggest that HEFM is an intermediate version of the
PCS or vice versa, but to remind us that our perspective on postsecondary education
has changed significantly during this period. The program structures of PCS I,
HEFM, and PCS II reflect the then-current thinking of the postsecondary-education
community. PCS I and the original HEFM expenditure categories were developed
primarily to describe a world of higher education characterized by the 18 to
22-year-old student pursuing a postsecondary degree on the campus of a college or
university. PCS II and the refined HEFM guidelines were developed to address the
broader concept of postsecondary education. Educational planrizis and managers ex-
pressed increased interest in the proprietary sector, adult and continuing education,
nontraditional programs, and other programs not considered part of traditional
higher education. PCS II and the refined HEFM structure also reflect several
additional years of experience with program structures for postsecondary education
and more intensive consideration of selected program areas. The following para-
graphs will briefly discuss some of the changes between PCS I and HEFM and
then trace thie evolution of thinking about postsecondary education between the
publication of HEFM and PCS II and the refined HEFM guidelines.

PCS1TC HEFM

A redefinition of instruction was the primary change in thinking about
- postsecondary educstion that occurred between the publication of PCS I and’
HEFM. In PCS I, instruction was defined strictly as formal educational activities
enabling matriculated students to earn credit toward a postsecondary degree
or certificate. Activities related to non:redit instruction were defined as Student
. Services or Public Service, depending o whether they were oriented to matricu-
lated students or the general community. Later, HEFM took the position that
all instructional activities sought the same basic outcome—producing educational
change in the learner—and therefore shc::ld be classified as part of Instruction.
‘Distinctions in the kind of learner or the 2%ti:nate purpose of the instruction (degree
or nondegree) were considered to be Uszriiptors of instruction. This rethinking
resulted in the inclusion of both Community Education activities and Preparatory
and Adult Basic Education activities in the Instruction program in HEFM.
Two other important changes in thinking abonut higher education are reflected
in the HEFM structure. First, HEFM recognizes the desirability of identifying

3. Warren W, Gulko, Prégram Classification Structure, Technical Report 27 (Boulder, Colo,. NCHEMS, 1972),
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institutional resources devoted to student financial aid. Therefore the Scholarships
and Fellowships category was created. A second change involved a new perspective
on teaching hospitals. In PCS I, hospitals were viewed as a support operation to the
instruction and research functions of the institution, that is, they were considered
part of the Ancillary Support subprogram. HEFM expresses the view that hospitals
serve important public-service objectives as well as support the instruction and
research programs. Therefore hospitals are identified separately in HEFM.

While there are other differences between PCS I and HEFM, they can be
attributed primarily to the special purpose of HEFM as a structure for the collection
of operaiicnal financial data.

HEFM TO PCS II AND THE HEFM REFINEMENTS

Although they had existed for many years, the large proprietary and
nondegree sectors of postsecondary education were not a major concern of educa-
tion planners and managers during the years of tremendous expansion of higher
education. However, between the publication of HEFM and of PCS II and the
HEFM refinements, many planners and managers began to examine postsecondary
education as a whole rather than examining the higher-education sector and other
sectors separately. In part, this broadened perspective was brought about by a
tremendous expansion of, and refocusing on, nondegree education. The expansion
has occurred both in nontraditional educational settings (museums, labor unions,
public libraries) and in traditional institutions of higher education. Among tradi-
tional institutions, community colleges have been important, but not exclusive,
deVelopers of this idea; raany universities and colleges now have extensive non-
degree programs as well. PCS II and the refined HEFM guldehnes reflect thlS
increased importance of nondegree programs. '

PCS II established the Instruction subprograms (1.4—General Studies;
1.5—Occupation-related Instruction; 1.6—Social Roles/Interaction Instruction;
1.7—Home and Family Life Instruction; and 1.8—Personal Interest and Leisure
Instruction) to identify and differentiate among these nondegree programs. The
refined HEFM guidelines aggregate these categories into a single: subcategory,
Community Education, but use the same basic deﬁnmon for nondegree
instruction. : SR

A second factor in the reorganization of the Instruction program in PCS II ,
and the refined HEFM guidelines has been a redefinition of subdivisions for
Instruction. PCS Ii and the refined HEFM guidelines reflect the belief that
degree instruction, nondegree instruction, and preparatory instruction ' are
oriented to different objectives in the goal structure of the Instruction program.
The subdivisions of degree instruction in PCS II are defined by the kind of degree

. being pursued General Academlc (1.1) and Vocational/Technical (1. 2), that is,
- ~.vocational programs Ieadlng to an assoc:ate degree or certrﬁcate only. While the
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kind of degree is the differentiating criterion, this criterion has been applied by
differentiating degrees on the basis of HEGIS discipline aggregations (General
Academic Instruction is defined as HEGIS categories 0100 through 4900, while
Vocational/Technical Instruction is HEGIS 5000 through 5500). The subdivisions
within nondegree instruction are based upon the “type” of instruction being
offered (family-related, personal interest, community/social roles, occupation-
rclated, general nondegree studies). Finally, preparatory instruction, which is a
‘prerequisite for participating in some formal degree programs, is the third objective
used to describe activities within Instruction.

This reorganization of instructional activities in PCS II is similar to that in the
refined HEFM structure. The HEFM subcategories General Academic Instruction
and Vocational/Technical Instruction are defined as aggregations of HEGIS disci-
plines, which in practice are generally related to academic departments. The
HEFM subcategory Community Education is similar to an aggregation of PCS II
subprograms 1.4 to 1.8. The HEFM subcategory Preparatory/Remedial Instruction
is the same as the PCS subprogram Requisite Preparatory/Remedial Instruction
(1.3). Finally, the HEFM subcategory Special Session Instruction, because it
reflects budgetary distinction, is the only category in HEFM having no parallel in
PCS II.

A number of minor differences between HEFM on the one hand and PCS IT
and the refined HEFM guidelines on the other also reflect changes in thinking
about postsecondary education and further consideration of various program areas

“over the past several years.

1. At a number of institutions, public broadcasting has become a major function -
with its own objectives. Accordingly, a separate subprogram within the
Public Service program was established in both PCS II and the refined
HEFM structure to identify these activities.

2. Academic Administration activities and Personnel Development activities
increasingly have been seen as serving different objectives and therefore
were split into two subprograms in PCS II and the refined HEFM structure.

3. A Student Services Administration subprogram was established in PCS II
and the refined HEFM guldelmes to correct an oversight in earlier
structures.

* 4. Student Records was established as a separate subprogram in PCS II within
tiie' Institutional Administration program and in the refined HEFM
guidelines within the Student Services category to reflect the belief that
these activities have a purpose—supporting the orderly management of the
institution—different from that of Student Admissions.*

4. Although the student-admissions and the student-records functions are classified within Institutional Support’i in PCS,
they were included within Student Services in the HEFM structure to maintain the integri*+ of financial data collccted at
s 1he major calegory level of detaxl for the last several years.
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5. The categories of General Administration and Logistical Services have been
reoriented in PCS II and the refined HEFM structure to reflect the increased
importance cf Administrative Computing Support (a subprogram in its own
right in PCS IT and the refined HEFM guidelines) and the belief that the two
former subprograms, General Administrative Services (less administrative
computing) and Logistical Services, are not much different in the kind of
support they provide to the institution as a whole.

Data Conversion

The final dimension in the relationship between PCS II and HEFM relates to
the process of conversion between accounting and program data. The HEFM
structure uses a programmatic format to disclose financial data on a more com-
parable basis than is possible using internal organizational units and to allow for
an easier reformatting of accounting data into other program structures, such as
the PCS II format. As already noted, HEFM provides an operational data system
" with financial data in a precise and stable format. The analyst can use the data
presented in a HEFM format as the base for any number of analytical applications,
including their translation into the PCS II format. As program concerns and
perspectives shift, the uses of the prototypical program structure described in
PCS II may change, but basic financial data collected in the HEFM format will
still be, within limits, capable of serving as a reliable base for the generation of
program data. The following excerpt from the statement of principle that guided
the revision of PCS describes the relationship between PCS and HEFM data:

Most data formats are data specific in that they are designed to serve the-
unique characteristics of one particular type of information (for example,
personnel data, financial data); therefore they have limited utility for
analyses that require the integration of several different kinds of data. The
PCS helps to overcome this limitation. In a cost analysis, for example,
information about people, finances, facilities, time, and so forth, must be
integrated, but these data cannot be linked unless there is a single data
framework that accommodates all of them. By focusing on programs, the
PCS provides the analyst with a format for conducting such an analy81s

The role the PCS plays in analysis is as follows

Operational . Crossover Program-oriented
Data —> Mapping —» | Data Structures
Structures Procedures : (PLS,
—Data Collection— —Analytical— —Data Analysis—

Procedures
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This diagram points out that, by definition, analytical data and opera-
tiona! data are different. Operational data are collected on an ongoing basis
for the institution’s operations (such as the accounting system or a student-
data system) and are usually classified in categories that relate directiy to
organizational units within the institution. Analytical data (of which
program-oriented data represent one kind) usually are obtained after certain
analytical procedures (suck as crossover or mapping procedures) are per-
formed on the operational data. For example, a faculty-activity analysis can
be used to further explain the objectives served by the resourcss used in
various academic departments, thereby resulting in analytically derived
program data. While the PCS often is used to di~play operational data, it
should be viewed primarily as a format for the display of program data that
are obtained through the use of analytical procedures {Collier 1975, p. 6.).

Considerable attention was given in the development of PCS I and the refined
HEFM guidelines to making the conversion of data from HEFM categories to the
PCS II programs as simple as possible, given the different riztures of the structures.

Conclusions

While PCS II and the HEFM functiorn:z! classification structure have similarly
named programs and subprograms, and while they were designed to ease the
translation of operational data to program data, fundamental conceptual dif-
ferences in design will remain as long as both accounting data and program data are
needed. Users of the two structures should be constantly aware of the distinctions
and should carefully consider which structure best suits their needs. However,
as the evolution of postsecondary program structures and the accumulation of’
experience continues, we can expect that the responsible parties will update the
program structures, while keeping in mind ways to make the translation from one
structure to the other easier and more accurate. '

HEFM-PCS Crosswalk

~ In order to illustrate the concepts discussed above and to provide a guide for
converting programmatic accounting data in the HEFM format to program data
in the PCS format, a HEFM-PCS crosswalk has been compiled. This crosswalk
shows the PCS subprograms to which expenditures from each HEFM sub-~
category should be assigned. The crosswalk does not work in reverse; that is, it
should not be used to convert data in the PCS format to the HEFM format.
Four main operations must be done to eff-ct the transformation:
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1. Allocation of faculty activities to various PCS subprograms. HEFM assigns all
faculty activities to the Instruction category, unless they are specifically
identified as something else (Research, Public Service). However, since the
faculty does carry out activities that are paid for out of instructional budgets
but that support ciher institutional programs, those other objectives are
recognized in PCS, and instructional unit expenditures are reallocated as

. appropriate.

2. Assignment of the HEFM Auxiliary Enterprises subcategories to the appropriate
PCS subprograms. HEFM identifies auxiliary enterprises separately, because
they are an important organizational and financial entity. PCS, on the other
hand, assigns such activities to the various .institutional programs whose
objectives they support.

3. Assignment of the HEFM Hospitals subcategories to the appropriate PCS cate-
gories. HEFM identifies hospitals separately, because they are an important
organizational and financial entity. Again, the PCS assigns such activities to
the institutional programs whose objectives they support.

4. Assignment of expenditures in the HEFM transfers caiegories. There are no
categories in PCS comparable to the HEFM transfer categories, because
PCS deals with institutional activities rather than with financial transactions

.as HEFM does. If PCS is being used to display financial information and it
is important that all financial transactions be included, the HEFM sub-
categories associated with mandatory and nonmandatory transfers should
be used in the display.
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HEFM Category

Related Revised PCS Category

Remarks

lnstr'uctton
' General Academic Instruction

1.1 General Academic Instruction

2.2 Individual or Project Research
3.3 Community Services

46 Academic Administration

48 Acadernic Personnel Development

While the HEFM subcategory includes all for f
mall organized actvidesof ety mermbers in
this are2, PGS separates nonirstructional faculty j
activites. These activites (departmental research _
not serving instructional objectives, departmen

 tal administraton) are asined 10 the other

PCS categorres £s listed,

- ¢ Vocational Technical Instruction

1.2 Vocational/ Technical Instruction
2.2 Individual or Project Restarch
33 Community Services

4. Academic Administraion

48 Academic Personnel Development

—

While the'HEFM subcategory ncuds allfor
mall organized activies offaculy members ;;
this aes, PGS separate noninstrctiona Faculty

actvites, These actviis(deparmentlresarch

A0t srving instructiona objectives departmen

-l admrmstratton) are assigned 1o the other

PGS categories listed,

:f; ¢ Special Sesion Instructon

11 General Academic Instruction

1.2 Vocatonal Technical Instruction

1.3 Requisite Preparatory/Remedial Instructon
1410 18 Community Education

‘SpCCIa] Sesion Instruction should be drstrtbuted :
o the bass of the intent of the indviduel -
sucione] offring provrded durtng "th"*f’
‘Specral Sessroo L




HEFM Category

Related Revised PCS Category

Remarke

- Community Education
| J

|4 General Studies (Nondegree)

1.5 Occupation-related Instruction (Nondegre)

1.6 Social Roles/Interactiun Instruction
(Nondepree)

1.7 Home and Family Life Instruction
(Nondegree)

18 Personal Interest and Leisure Iastruction
(Nondegree)

2.2 Individual or Project Research

3.3 Community Services

4.6 Academic Adumirdstration

4.8 Academic Personnel Development

r—

Community Education should be distributed
among the PGS subcategories (1.410 1.8 on the
basis of the intent of the individual courses;
While the HEFM subcategories iaclude all for-
mally organized instructional activities of famlty
members, the PCS separates out those faculty
activites that do not serve instructional objec:
tives. These activites (departmenta researchlnqt"
serving instructional obje‘ctives,‘depanvmen'tél‘
commuity service, departmental admmlstra
tion) are assigned to the appropriate PCS cate
gorles listed. ‘

D Preparatory/Remedial Instruction

—

1.3 Requisite Preparatory/Remedial Instruction
2.2 Individual or Project Research

3.3 Community Services

4.6 Academic Administration

4.8 Academic Personnel Developient

-

While the HEFM sbeategory includes allfor-
mally organized activries of fculty members in
this area, the PGS separates noninstructional
faculy actvites. These activities (departmental
research not serving mstrucnonal ob]ecnves,

departmental administration) are assigned to

the other PCS categories listed.

Research
- Institutes and Research Centers

2.1 Institutes and Research Centers

o Individual or Project Research

2.2 Individual or Project Research

—

The PGS caegories also include depanmenta'
research activities, when those acuvmes arc
conducted to create rescarch outcomes -




HEFM Category

Related Revised PCS Category

Remarks

Puslic Service
- Communizy Service

3. Community Services

The PCS category includes departmental publi'c':-";f
service activiies that would generally be classi-
fiedwithin Instraction n the HEFM defiitons.

—

3.4 Cooperative Extension Services

» Cooperative Extension Service

» Public Broadcasti:;g Services

3.5 Public Broadcasting Services

fxlffca:demfc Suppor

4,1 Library Services

- ¥ Libraries

o Museums and Galleries

4.2 Museums and Galleries

¢ Educational Media Setvices

4,3 Educational Media Services

" Academlc Computm ‘Mpon

4.4 Academic Computing Support

; . Anc111ar3 Support

4,5 Ancillry Support

A A

" Academic Administratim‘l-

4.6 Academic Administration

The PCS category also includes thos mfonnally
ongantzed departmenta] administative acnvmés 5
that HEFM mcludes Within Instrucnon

 Academic Personnel Development

4.8 Personnel Developmem

tesearch when conducted to enhance the profes
sional development of the faculty member.

o Course and Curriculum Developmeat

4.7 Course and Curriculum Development

Student Services -
o Student Services Administzation

5.1 Student Service Admivistrrion




CHAPTER V

CONCLUSION

The role of visuali- <5 a learning aid is undeniable;

i

studies over the past few years have conclusively established
visual materia’ is absorbed, the ways in which visuals should
be used, and how they should be designed, developed and pre-
sented, and research already shows that their usefulness
notwithstanding, they should be used intelligently with a
realistic appraisal of their uses. Clearly they are not
endlessly applicable, nor is one type of visual useful in

. all circumstances.

The variables are many. The subject matter influences
the kinds of visuals used: geography, for example, is likely
to use a large number of maps and graphs. Similarly the
behavioural objective will have an effect: whether it 1is
factual or visual information which needs to be understood,
explained or rehearsed, and what needs to be recalled from
the experience - concepts or facts.

The students themselves influence not only what is
likely to be recalled but what form the visuals should

take. Children, for example, learn differently from adults
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examined in its bearings on learni-c
appears that high IQs learn readily from either the visual
or verbal approach. Lower IQs achieve better from visual
aids than they do from verbally emphasized work as long as
those aids are keved to the level of the students. Indeed,
visuals, in these circumstances, can act as excellent moti-
vational devices.

Motivation is another variable in the effectiveness of
visual education, as it is in most educational circles.

Students learn any content matter much better when they are

interested in what is before them. For this, visuals can

A
w

be both a cause and an effect. Visual materials play an
important role in raising motivation and interest, and the
information they contain is better transmitted when motiva-
tion and interest are high. This situation is achieved,

too, when the visuals are part of a programme which is seen
by the students to be valid and attuned to their needs, a
factor especially true of adults, and when the visuals are
well incorporated with the material being taught.

Cultural factors may affect what students interpret as
important and what thev see as worthwhile learning techniques.
In addition, such factors will influence what they absorb
from a visual. Objects and concepts which are not in their

own culture or which that culture underemphasizes may be
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misinterpreted, or, indeed, not noticed at all in visual

in this context in

m

materials. Visuals can be very effectiv
realigning cultural acceptance patterns.
The way in which the illustrations are presented is
yet another variable. Are they to be in a programme paced
by the teacher or one where the students work at a more
leisurely or self-controlled pace? Whichever is chosen,
the matter of exposure time becomes increasingly important,
as numerous studies have shown. A system such as charts
allows the students to refer to the visual at any time they

need. So, too, do textbook and workbook illustrations.

O

Slides and transparencies may have much the same advantage
if the students are given enough viewing time. Films, tele-
vision and the like are excellent for the presentation of
concepts involving movement, but frame timé is externally

dictated, and the speed at which viualized information passes

before students may become a cause of interference.

Interference must be kept in mind when considering what

[{1]

form the visuals will take, and here one should give atten-

tion to the ideas of design and realism. All visuals should
be clear to all students which means that their size, clarity,
spacing and color are all important. It sounds unnecessary
to say that a picture in education should not be too small

and should not be too large. If it is too small, many
details will be indecipherable and hence confusing; if it

acrificed as students,

[.IW\

is too big, a sense of unity will be
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in tryving to scan the whole picture, will tead to have thei
attention taken by a small section, Spacing is part of

this concern as well. When parts of the visual are spaced
well, the scanning eye moves smoothly and logically £from

one to another.

The matter of complexity or simplicity is a feature
which is in the context of interference. As was noted in
Chapter II the realism continuum does not reflect the "learn-
ing continuum" and increasing detail tends, instead, to

al. However,

\M

decrease the teaching potential of the vi
this remains an inconstant feature. Dwyer found in his
study that realistic, colored photographs were useful in
certain proscribed areas of a lesson on the part of the
heart. All the same, on the whole, studies suggest that
less complex illustrations are more readily understood and
better for the transfer of information.

In the context of realism should be considered the
matter of color. Again it is hard to be definite in any con-
clusions for sometimes it is true that black and white
illustrations can be extremely effective - the contrast 1is
strong. On the other hand, color can be important for
clarification, for attention-getting, for visibility con-
siderations, for the interpretation of relationships and
for the subtle transmission of attitudes. Children tend
to react to color, especially strong color, more definitely

than adults who are accustomed to the symbolism of black
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and white and the ideas it treasmits, but all people can
absorb a great deal from color. Wise use of color can add
to the learning experience; undisciplined use adds nothing
and can become an overload, resulting in a decrease of
understanding.

Using the visuals requires cueinyg methodology. Adults
in particular need to feel in touch with the work being pre-
sented and prefer to be told of the learning objectives in
front of them. This has the advantage of focusing their
attention and receptive concentration. Questions have a
similar effect, written or oral, and are also vital for

follow-up recall. Printed material, such as arrows, may

continue this role. This rehearsal is important to the

retention of learned material. All of these gambits, includ-

ing patches of color in an otherwise black and white illus-

(o]

tration, are further variables.
What this points to is that there is no single approach
to visuals, and that there are no hard and fast rules for

theilr use. The variables are vitally concerned in what

is right for one situation and what is right for another;

in order to adapt a visual for another use it may be neces-
sary to change only one or two of these aspects. Educa-
tional effectiveness is dependent upon small things and
cannot be made constant.

The variables do not change the fact that visuals are

useful but they do mean that commercially made products can
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seldom £it this £fluctuating mould. They cannot take 1into

rent learning

‘ﬂ]

account the varying needs of students in diffe
environments. The whole idea of visuals is that they
should respond to just those environments and the needs
assessed on an indi%idual basis, that they should deal with
learning problems and learning situations which may be
unigque to an age group, a subject, a cultural attitude or a
teaching form. Here lies the great strength of the

acher-made visual aid. No matter what the artist.

rr
W‘

the teacher, it is he or she alone who reccg-

[y]
?.m

i

¢ills of
nizes and understands the variables. Only the teacher can
produce visual materials which are that immediate response
to the situation, and only those are effective teaching
aids.

The teacher, then, should not be daunted by the artis-
tic requirements. Experience teaches a lot of ways to

deal with these needs, and furthermore brlngs more ideas.

d to turn to another person to translate

W

There is rn -
ideas, for this introduces the potential interference of a
third party and his/her interpretations. Necessity is

the mother of invention, and it is that which makes teacher-
made visual aids a continually viéal part of the ESL

classroom.
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Sample Passage for Listening

Comprehension with Visual

SIMPLE

) This woman is tired. She has been shopping

(

o

most of the dav. She is wearing a brown coat and
on her head she has an orange hat. She 1is carrying
two bags.

(b) This girl has been at school but now she is
going home with her mother. She is wearing blue

jeans, a blue hat and a red sweater.

(2) Mark Booth's waiting for the bus and he's been
waiting guite a while. He's cold so he's put his
hands in his pockets to keep them warm. He's wear-
ing dark jeans and a yellow jacket, as wéll as a
blue hat.

(b) Jane Stevens is talking to a friend of hers.
She's going home from school. She's got on a blue

coat and red boots and she's a blonde.
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/2&/ Goodness, zren't these buses slow. If it

't come soon, I think I'll drop. I'm so tired.
/B/ I thought you looked rather weary. What've

you been doing? Shopping?

e

A/ Yes, I thought I'd get a few things I needed.

o

ut a few things always turns into a lot more

What have you been doing?

B/ Oh, I had to tazke my daughter to the dentist so

"

I picked her up from school. When I left the house
this morning it was really gquite cold so I put on
this quilted coat and my fur hat. Now I'm so hot!
I'll be glad to get home and shed everything.

/A7 Ah, I'm just looking forward to getting rid of

parcels, hat, coat and shoes and putting my feet up.
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POSSIBLE SCRIPT FOR ORDER! ORDER!

It was spring. The tree was in bud and flowers

“ Within a few weeks, the tree

i
4

~e beginning to appear.

was a mass of blossom in pink and red. As the weeks

"1

I

passed, spring faded into summer. The blooms on the tree

gave way to leaves. The days grew warmer and the tree

provided shade for people walking in the park and for the

children who played under it with their toys in the long
days. '

Gradually these long days began to
green leaves began their change to red and

many more weeks had passed the snow had arrived

Winter had returned.
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